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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized. |

KABUSHIKI KAISHA MILLEA HOLDINGS
(Millea Holdings, Inc.)

September 11, 2006 By: /s/ TAKASHI ITO
General Manager,
Corporate Legal Department
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Millea Holdings, Inc. and subsidiaries

FINANCIAL HIGHLIGHTS

(Yen in millions) {Dollars in thousands)
Years ended March 31 2006 | 2005 2006
Property and Casualty Net Premiums Written ¥ 1,974,64{6 ¥ 1,925,407 $ 16,877,316
Life Premiums 281,27[6 253,369 2,404,068
Net Investment Income 164'43? 133,197 1,405,410
Net Income 156,BGP 91,959 1,341,538
Total Assets at year-end 15,516,117 12,894,898 132,616,385
|

Stockholders’ Equity at year-end 4,440,243 3,432,640 37,950,795
Net Premiums Written Total Assets

{Yen in billions)
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Net Investment Income
(Yen in billions)

133.2

Net Income
(Yen in billions)

160.7

1029 939
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{Yen in billions)

15,516.1

12,2004
10,833.4

8,559.2

02 03 04

Note 1: Financial results for the year ended March 31, 2002 represent the financial results of Tokio Marine, as predecessor to Millea Holdings.
Note 2: U.S. dollar amounits in this Annual Report have been translated from yen, for convenience only, at the rate of ¥117=U.S. $1.
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Millea Holdings, inc. and subsidiaries

MILLEA GROUP CORPORATE PHILOSOPHY / CSR CHARTER

Millea Group Corporate Philosophy

The Millea Group is committed to the continuous enhancement
of corporate value, with customer trust at the base of all of its
activities. '

By providing customers with the highest quality products and
services, we will spread safety and security to all around us.

For fulfilling our responsibility to shareholders, we will pursue
global development of sound, growing and profitable businesses.

For promoting the creativity of each and every employee, we will
foster a corporate culture which encourages free and open
communications.

While demonstrating responsible management as a good
corporate citizen, we will make a positive contribution to society.

Millea Group CSR Charter

The Millea Group is committed to fulfilling its corporate social responsibilities (“CSR”) by implementing its
management philosophy to achieve sustainable growth together with the development of society, in accordance
with the following principles:

Products and Services
- We aim to provide the society with products and services to meet its needs for safety|and security.

Respect for Human Rights and Dignity
- We respect and actively promote the recognition of human rights.
- We strive 1o ensure an energetic working environment that is both safe and healthy and to promote training
and education of our employees. :
- We respect the right to privacy and strive to enforce sound information management|and control.

Protection of the Global Environment

- Acknowledging that the protection of the global environment is an important responsibility for all corporate
entities, we respect the harmonization with and the improvement of the global environment in all of our

activities.

Contribution to Communities and Societies
- As a member of various communities and societies, we respect the diversity of cultures and customs and we
aim to contribute actively to the needs of the current era.

Compliance
- While striving to maintain high ethical standards at all times, we will pursue strict compliance in all aspects of
our business activities.

Communication
- We intend to disclose information timely and appropriately and to promote dialogue with all of our
stakeholders to ensure effective corporate management.
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Millea Holdings, Inc. and subsidiaries

TO OUR SHAREHOLDERS

Kunio Ishihara
President

|| Operating Environment

In the fiscal year ended March 31, 2006, the Japanese economy
showed signs of increasing momentum in both capital and
consumer expenditures, reflecting the improved employment
and wage levels in the household sector driven by improved
corporate activities. This was accompanied by a rising trend in
equity prices and land prices, resulting in an upturn in the
Consumer Price Index at the end of the last calendar year.

In the property and casualty insurance sector, while
competition continued to intensify in products and services as
well as operating efficiency, the market began to show signs of
recovery, reflecting the upward trend in the economic
environment. In the life insurance sector, each company showed
an aggressive marketing approach with a focus on medical
insurance and individual annuity insurance.

Based on the corporate philosophy of the Millea Group,
which is “commitment to the continuous enhancement of
corporate value, with customer trust at the base of all of its
activities,” Mitlea Holdings, as a holding company of its
subsidiaries, actively expanded the Group’s business operations,
aiming to make the Millea Group one of the world’s leading
insurance groups. In addition, Millea Holdings has formulated
fundamental group policies for risk management and
compliance. Millea Holdings is committed to enforcing its
subsidiaries’ adherence to these policies and to overseeing
internal audits of business operations of its subsidiaries. To our

regret, in November 2005, Tokio Marine & Nichido Fire Insurance
Co., Ltd. (“Tokio Makrine & Nichido”) received a business
improvement order from the Financial Services Agency for
certain non-payment of; insurance claims on incidental expenses.
We take the issue with the utmost seriousness and reflect deeply
on the incidents caused by Tokio Marine & Nichido. We are
making a sincere effort to prevent such a problem from
occurring again.

In the following sections, we report on our core business

|
activities and results during the fiscal year ended March 31, 2006.

7 Property and Casualty Insurance Business
The property and casbalty insurance business is the largest
source of income for the Millea Group. Millea Holdings aims to
solidify its continuous profit increase in this segment by working
to strengthen underwriting as well as to increase efficiency and
sales volume.
In August 2005, Tokio Marine & Nichido launched a new
product called “Total ALsist" in automobile insurance, our main
line of business. Total ALsist is designed on an innovative idea of

blending "assistance” into conventional insurance products to
provide policyholders with our fine-tuned support and various
services that meet individual needs at any point from
“preventing an accident” to “at the time of an accident” and
“after the accident.” Total Assist's innovative services have been
well received by many|customers since its launch, and it has
contributed to an increase in net premiums written by Tokio
Marine & Nichido.

Furthermore, in the fiscal year ended March 31, 2006, Tokio
Marine & Nichido carried out a company-wide effort on its “New
Wind" project, an operational process reform with a focus on
“effective utilization of the agent system” and “cashless
payment of premiums.”| These measures serve as a base for the
operational process reform that will be thoroughly implemented

l

in the near future. Tokio Marine & Nichido also made intensified

efforts in solidifying its sales base by setting up new agents and
by cultivating and expanding the sales force of existing agents.

| Life Insurance Business
Millea Holdings aims for further growth in the life insurance
business as a core business of the Millea Group by strengthening

its life insurance subsidia:ries.
During the fiscal yearl ended March 31, 2006, Tokio Marine &
Nichido Life insurance Co., Ltd. (“Tokio Marine & Nichido Life")

steadily increased its premium income and reached two million in
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Millea Holdings, Inc. and subsidiaries

individual life and annuity insurance policies in force after nine
years and four months since its inception. Tokio Marine &
Nichido Life also made efforts to improve its support capabilities
to the distribution channel of financial institutions as well as to
enhance sales offices, sales support staff and direct sales force. In
addition, when whole life policies with single payment and
certain other policies became eligible for distribution through
financial institutions, Tokio Marine & Nichido Life launched
" Anshin Dollar Whole Life” and "Anshin Yen Whole Life.”

Tokio Marine & Nichido Financial Life Insurance Co. Ltd.
(“Tokio Marine & Nichido Financial Life”) expanded its sales base
through business cooperation with financial institutions and
actively sold individual variable annuity products through such
institutions. As a result, Tokio Marine & Nichido Financial Life
achieved significant growth in premium income.

© Overseas Insurance Business
Millea Holdings is working vigorously to expand its overseas
insurance business with a focus on markets that have attractive
profitability and growth potential.

In July 2005, Millea Holdings acquired Real Seguros S.A., a
non-life insurer in Brazil that controls a life insurance subsidiary,
with the aim of expanding its business in Brazit.

in addition, Tokio Marine & Nichido purchased a stake in
Tianan Insurance Co., Ltd., a major property and casualty insurer
in fast growing China, in December 2005 and joined the
management of the company. While Tokio Marine & Nichido
was formerly engaged in providing services to Japanese affiliated
firms in China, this investment and management participation
allows Tokio Marine & Nichido not only to have an operating
base to expand the localized non-life insurance business
throughout China, but also to participate in the Chinese
automaobile insurance market that has strong business potential
in the future.

7 Other Businesses

Millea Holdings also actively engages in other businesses,
principally those that it believes will create significant synergies
with its insurance businesses.

In January 2006, Millea Mondial Co., Ltd. commenced
operations as a joint venture between Millea Holdings and
Mondial Assistance Group, the largest assistance company in the
world. This joint venture will provide customers with a high
quality of assistance services to fulfill their various requirements
by combining Mondial Assistance Group's expertise and the

Millea Group's strengths in p

roduct development and marketing

in the field of insurance business.

in February 2006, Millea K

foldings acquired an equity stake in

Tokio Marine & Nichido Samuel Co., Ltd. to participate in the

institutional nursing care business. This acquisition will enable

Millez Holdings to provide ¢

omprehensive nursing care services

to customers by combining the institutional nursing care business

with the existing home-visit
respond to the diversifying ne

nursing care business in order to
eds of the aged society.

© Asset Management and Financing Operations
During the fiscal year endedt March 31, 2006, Tokio Marine &

the Millea Group, focused on
improving investment retur,
refunds and other payments,
its efforts to strengthen asset
ensure the stability and liquidi

Nichido, which provides the c[

ore asset management function for
- enhancing risk management while
ns. To facilitate claims, maturity
Tokio Marine & Nichido continued
liability management (ALM) and to

ity of its assets.

Millea Holdings took company-wide measures to improve the

asset management and finalncing operations business. Assets
under management of Tokio Marine Asset Management Co.,
Ltd. exceeded ¥3 trillion, due mainly to its excellent investment

performance.

In the defined contribution pension plan business, Tokio

Marine & Nichido successively made active efforts to increase

|

assets under its administration in corporate defined contribution

pension plans. The number
administration amounted to

of sponsors in assets under our
more than 1,400, which is a top-

class performance among plan administrators.

| Corporate Social Responsibility

The Millea Group companies
providing products and servic
for “safety and security” as

have long dedicated themselves to
es designed to meet society’s needs
well as to CSR activities such as

environmental conservation and philanthropic activities,

recognizing that the practice
serves toward the fulfillment

of its management philosophy itself
of corporate social responsibilities.

In addition, in the fiscal year ended March 31, 2006, Millea
Holdings and Tokio Marine & Nichido participated in the United
Nations Global Compact with|the approval of the United Nations
Headquarters. The Millea Group intends to perform CSR activities
that are commensurate with those of the world's leading
insurance groups.
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Millea Holdings, Inc. and subsidiaries

| Results for the Fiscal Year Ended March 31, 2006

Millea Holdings’ operating income increased by ¥226.6 billion
from the previous fiscal year to ¥2,635.7 billion, primarily
including property and casualty insurance premiums earned of
¥1,952.3 billion, life premiums of ¥281.3 billion, net investment
income of ¥164.4 billion, realized gains on investments of
¥175.2 billion and losses on derivatives of ¥23.3 billion.

Operating costs and expenses increased by ¥102.8 billion
from the previous fiscal year to ¥2,405.3 billion, primarily
including losses, claims and loss adjustment expenses of
¥1,271.6 billion, policy benefits and losses for life of ¥319.4
billion, policy acquisition costs of ¥585.0 billion, and other
operating expenses of ¥166.4 billion.

As a result, income before income tax expense, minority
interests, equity in earnings of affiliated companies, extraordinary
items and cumulative effect of accounting changes amounted to
¥230.4 billion, an increase of ¥123.8 billion or 116.2% from the
previous fiscal year. The main reason for this increase was an
improvement in underwriting results due to the low number of
major natural disasters in Japan, partly offset by the losses on
interest rate swaps that were mainly utilized in economical
hedging activities for asset liability management. Income tax
expense increased by ¥47.7 billion 1o ¥76.2 hillion.

Net income for the year amounted to ¥157.0 billion, an
increase of ¥65.0 billion or 70.7% from the previous fiscal year.

7 Issues Facing Millea Holdings

In the fiscal year ending March 31, 2007, the Japanese economy
is expected to show steady and sustained domestic demand-
driven growth reflecting the high level of corporate earnings and
improved wage levels, although there are also concerns such as
the surge in oil prices.

in the insurance industry, we expect companies to compete
more vigorously in terms of their products and services while
increasing the efficiency of their operations, resulting in an
increasingly harsh competitive environment.

In order to make the Millea Group one of the world’s leading
insurance groups, Millea Holdings will actively expand its
businesses with the aim of constructing an optimal business
portfolio, with an emphasis on revenue expansion in the
domestic non-life insurance sector as the core business, as well
as expansion of business domains into profitable and growth
potential areas. The Millea Group will commence a three-year
Group business plan called “Stage Expansion 2008" in the fiscal
year ending March 31, 2007. This business plan aims at

expanding the Millea Group’s strategic stages in products and
services, distribution channels and business domains, and at
promoting drastic operating process reform in order to enhance
Group-wide business bases. Millea Holdings will also continue to
vigorously promote Group-wide CSR activities and focus on its
efforts to ensure compliance throughout the Millea Group so
that each subsidiary will conduct faithful and fair business

activities without conflicting with social norms.

The entire Millea Group will endeavor to achieve further growth
as a corporate group criwaracterized by high profitability, growth
potential and soundness. The management thanks all
shareholders of Millea Holdings for their continued guidance and
support.

August 2006

Y S

Kunio Ishihara
President
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Millea Holdings, Inc. and subsidiaries

RECENT DEVELOPMENTS

Tokio Marine & Nichido

~Development of Dishetes Casualty Insurance "Good Tomorrows” for the first time

in the Japanese insurance industry (October 2005)~

Tokic Marine & Nichido developed a diabetes casualty insurance product called
“Good Tomorrows,” a new medical insurance that integrates coverage for specific
comglications associated with diabetes and assistance to prevent lifestyle-related
illnesses. This product targets customers who are concerned about diabetes as well

as customers who are currently under medical treatment for diabetes.

Tokio Marine & Nichido Life

~The number of policies in force exceeds two million {fanuary 2006)~
Tokio Marine & Nichido Life achieved two million policies in force
(individual insurance and individual annuities) after nine years and four
months since its inception. This achievement reflects Tokio Marine &
Nichido Life’s innovative product development, as well as the design
and sale of insurance products that meet customer needs. Tokio
Marine & Nichido Life intends to continue its efforts to achieve further
growth through sales of customer-oriented life insurance products.

Tokio Marine & Nichido Financial Life

~Launch of "Variable Individual Annuities GF” with a guarantee of a minimum

principal amount of annuity receivables (June 2065)~

Tokio Marine & Nichido Financial Life developed and launched innovative variable
annuity products in respanse to customer needs for profitability and stability of
investment. These products enable policyholders to secure the fruits of investment
and receive a guaranteed minimum principal amount of annuity receivables by
transferring the amount of accumulated principal to a deferred fixed annuity

account when it reaches a certain target amount.

These products are sold under the names of “Marine Wave,” “Best Scenario” and

“Good News.”
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Millea Holdings, Inc. and subsidiaries

FINANCIAL SECTION

Net premiums written of property and casualty insurance amounted to ¥1,975 billion, an increase of
2.6% from the previous fiscal year. The increase was mainly due to expansion of our overseas insurance
business. Net premiums earned amounted to ¥1,952 billion, an increase of 3.0% from the previous fiscal
year. The increase was mainly due to an expansion of the overseas insurance; business.

The ratio of losses and loss adjustment expenses incurred to premiums earned for property and
casualty insurance decreased by 5.1 percentage points to 65.1%. This was mainly due to the decrease in
the number of major natural disasters in Japan.

Due to the Company’s effort 1o reduce expenses, the ratio of undenwriting and administrative
expenses incurred to premiums written for property and casualty insurance decreased by 0.9 percentage
points to 32.0%.

Life premiums amounted to ¥281 billion, an increase of 11.0% from the previous fiscal year.

Policy benefits and losses for life amounted to ¥319 billion, an increase of 51.7% from the previous fiscal
year. These increase primarily reflected a steady expansion of our life insuranice business.

Net investment income increased by 23.5% to ¥164 billion. Realized gains on investments increased
by 102.0% to ¥175 billion mainly due to the increase in gains of equity securit%es reflecting the activity on
the Japanese equity market. Losses on derivatives amounted to ¥29 billion rﬁainly due to the losses on
interest rate swaps that were mainly utilized in Millea Holdings' economical hedging activities for asset
liability management.

Income tax expense increased by 167.9% to ¥76 billion.

As a result, income before extraordinary items and cumulative effect of accounting changes
increased by 102.5% to ¥157 billion.

Net income increased by 70.7% to ¥157 billion. Readers should note that net income of the
previous fiscal year included extraordinary items amounting to ¥14 billion. Net income per share was
¥92,438 compared with ¥52,531 of the previous fiscal year.

Investment assets increased by 24.6% to ¥12,837 billion and total assets increased by 20.3% to

¥15,516 billion. Stockholders’ equity increased by 29.4% to ¥4,440 hillion.| Stockholders’ equity as a

percentage of total assets increased from 26.6% of the previous fiscal year to 28.6%.
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Net Premiums Written
by Line of Insurance
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Millea Holdings, Inc. and subsidiaries
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Financial results for the year ended March 31, 2002 represent the financial results of Tokio Marine, as predecessor to Millea Holdings.

in connection with the Company’s formation, each 1,000 shares of Tokio Marine’s common stock were converted into one share pf Millea Holdings’ common stock. To
facilitate comparability of “Net Income per Share” from year to year, the per share data for the year ended March 31, 2002 is calculated based on 1,000 of Tokio Marine’s

shares.

Analysis above is based on U.S. GAAP.

Marine business consists of hull and cargo and transit, which have traditionally been separately disclosed.
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Millea Holdings, Inc. and subsidiaries

Analysis of Insurance Premiums Written—Property and Casualty

(Yen in millions)

Years ended March 31 2006 2005 2004 2003 2002
Marine—Hull: ;
Direct premiums Written ........c.ccooeeiiveiirveceennn, ¥ 20,754 ¥ 18,770 ¥ 19,599 ¥ 19,173 ¥ 19,451
Reinsurance premiums assumed ............cccecoeun 9,961 9,490 9,748 9,390 8,961
Reinsurance premiums ceded .......occoovevvverneinnn. 14,921 13,786 14,863 14,363 14,212
Net premiums written 15,794 14,474 14,484 14,200 14,200
Ratio to total all lines 0.80% 0.75% 0.74% 0.75% 1.03%
Marine—Cargo and Transit:
Direct premiums WItten ........c.cocevevieiriicriecr s ¥ 87,029 ¥ 81,878 ¥ 71,678 ¥ 67,660 ¥ 59,964
Reinsurance premiums assumed .............ccooevnee. 4,313 4,175 2,461 4,458 3,960
Reinsurance premiums ceded .....oooveiiviireninnne, 14,129 15,047 8,141 9,745 8,631
Net premiums written 77,213 71,006 65,998 62,373 55,293
Ratio to total all lines 3.91% 3.69% | 3.39% 3.29% 4.00%
Fire and Allied: £
Direct premiums WIitten ........c..oc.ceeveeveireenen e, ¥ 318,754 ¥ 302,081 ¥ 299,481 ¥ 290,189 ¥ 198,155
Reinsurance premiums assumed . 42,969 30,334 37,687 36,630 24,067
Reinsurance premiums ceded .......... . 73,328 68,714 66,683 67,838 44,587
Net premiums written.................. " 288,395 263,701 270,495 258,981 177,635
Ratio to total all lines .............ccccooiiiiii 14.60% 13.70% l13.91 % 13.64% 12.86%
Voluntary Automobile: |
Direct premiums Written .........c.occoeiiiineeeennenn, ¥ 890,013 ¥ 868,393 ¥ 887,750 ¥ 909,341 ¥ 708,532
Reinsurance premiums assumed ......c.....cccecenen. 6,058 5,417 (6,556 6,374 3,146
Reinsurance premiums ceded ... 11,367 12,990 15,807 17,596 10,788
Net premiums written ... 884,704 860,820 878,499 898,119 700,890
Ratio to total all lines ............ s 44.80% 44.71% 45.16% 47.31% 50.73%
Personal Accident:
Direct premiums Written .......c.oceeevveeneeisneee e ¥ 152,787 ¥ 151,667 ¥ 153,849 ¥ 157,434 ¥ 125,183
Reinsurance premiums assumed . 3,332 3,101 2,518 2,954 379
Reinsurance premiums ceded ......... . 4,514 3,759 4,305 5,311 4,335
Net premiums written ... 151,605 151,009 152,062 155,077 121,227
Ratio to total all lines ..o, 7.68% 7.84% 7.82% 817% 8.78%
Other:
Direct premiums Written ........c..occccevivinieeieeennn, ¥ 241,001 ¥ 239,806 ¥ 235074 ¥ 235,025 ¥ 204,773
Reinsurance premiums assumed 37,089 39,509 50,482 53,121 37,585
Reinsurance premiums ceded ......... 37,654 43,765 55,488 59,222 45,033
Net premiums Written ........c..oovvvvieiivine e, 240,436 235,550 230,068 228,924 197,335
Ratio to totat all lines ........oocoviiiiircee, 12.18% 12.23% 11.83% 12.05% 14.28%
Total (excluding compulsory automabile liability !
insurance): |
Direct premiums WHtten .........c.ccccvviiinvceeeninnne ¥1,710,338 ¥1,662,595 ¥1,667.431 ¥1,678,822 ¥1,316,058
Reinsurance premiums assumed 103,722 92,026 109,462 112,927 78,108
Reinsurance premiums ceded ......... 155,913 158,061 165,287 174,075 127,586
Net premiums written ...........c.cc.cu.. 1,658,147 1,596,560 1,611,606 1,617,674 1,266,580
Ratio to total all lines ..........ccoooveiviviiicciene 83.97% 82.92% 82.85% 85.21% 91.68%
Compulsory Automobile Liability Insurance:
Direct premiums written ..., ¥ 292,184 ¥ 302955 ¥ 311,124 ¥ 308,641 ¥ 193,557
Reinsurance premiums assumed ..........c.cccoeennn. 250,628 261,545 264,757 212,420 60,254
Reinsurance premiums ceded ........ccovvveeerennn. 226,313 235,653 242,241 240,178 138,908
Net premiums written 316,499 328,847 333,640 280,883 114,903
Ratio to total all lines 16.03% 17.08% 17.15% 14.79% 8.32%
Total All Lines:
Direct premiums WIHeN .......occoveieieiieee e ¥2,002,522 ¥1,965,550 ¥1,978,555  ¥1,987,463 ¥1,509,615
Reinsurance premiums assumed ..o 354,350 353,571 374,219 325,347 138,362
Reinsurance premiums ceded ..............ooovieeennns 382,226 393,714 407,528 414,253 266,494
Net premiums written 1,974,646 1,925,407 1,94’5,246 1,898,557 1,381,483
Ratio to total all lines 100.00% 100.00% 100.00% 100.00% 100.00%

Financial results for the year ended March 31, 2002 represent the financial results of Tokio Marine, as predecessor 1o Millea Holdings.
Analysis above is based on U.S. GAAP.
Marine business consists of hull and cargo and transit, which have traditionally been separately disclosed.
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Millea Holdings, Inc. and subsidiaries
Loss and Expense Ratios—Property and Casualty
(1) All Lines Other Than Compulsory Automobile Liability Insurance: o
(Yen in millions)
Years ended March 31 2006 2005 2004 2003 2002
Marine—Hull:
Net premiums Written ..o, ¥ 15,794 ¥ 14474 ¥ 14,484 ¥ 14,200 ¥ 14,200
Premiums earned ..........ccocccovviieiiei e, 15,282 14,152 14,309 14,477 13,709
LOSSES INCUITET ..oevviiviie e 14,267 15,659 9,932 13,050 9,327
LOSS FALIO ..ot 93.4% 110.6% 69.4% 90.1% 68.0%
Marine—Cargo and Transit:
Net premiums Written ..., ¥ 77,213 ¥ 71,006 ¥ 65998} ¥ 62,373 ¥ 55,293
Premiums earned ........cccoeeiiii e 75,879 70,735 65,869 62,017 53,864
LOSSES INCUITEA ..ooiiiiiiiee e 39,012 31,093 30,877 \ 28,939 27,854
LOSS FatiO vveeevie e 51.4% 44.0% 46.9% 46.7% 51.7%
Fire and Allied:
Net premiums Written ............cccoorennincn e, ¥ 288,395 ¥ 263,701 ¥ 270,495 ¥ 258,981 ¥ 177,635
Premiums earned.........cccocieeieviiiiine e, 264,264 254,128 244,777 239,318 162,627
Losses incurred 118,803 220,002 85,335 84,363 64,706
LOSS FALIO vveivveesiiieiie e e e 45.0% 86.6% 34.9% 35.3% 39.8%
Voluntary Automobile:
Net premiums Written ..o eeiveereecrreini e ¥ 884,704 ¥ 860,820 ¥ 878,499 ¥ 898,119 ¥ 700,890
Premiums earned 891,651 863,426 884,201 902,491 703,395
Losses incurred .......... 544,993 537,133 509,682 510,457 391,358
LOSS FATID cvvvvee et 61.1% 62.2% 57.6% 56.6% 55.6%
Personal Accident:
Net premiums written ...........cooovviiviieiiie, ¥ 151,605 ¥ 151,009 ¥ 152,062 ¥ 155,077 ¥ 121,227
Premiums earned.........cccceioriecne e 150,035 151,435 151,954 155,603 123,976
LOSSES INCUMTEd ...oovvviie et 71,614 64,688 61,290 66,604 53,740
LOSS IO e 47.7% 42.7% 40.3% 42.8% 43.3%
Other:
Net premiums written..............c.ccoov v, ¥ 240,436 ¥ 235,550 ¥ 230,068 ¥ 228,924 ¥ 197,335
Premiums earned..........cccovvvevioeiiiioireierciien 229,730 225,441 - 237,011 212,988 175,427
Losses incurred ... 157,271 143,754 143,919 [ 120,786 117,885
LOSS ratio ... 68.5% 63.8% 60.7% 56.7% 67.2%
Total:
Net premiums written ... ¥1,658,147 ¥1,596,560 ¥1,611,606 ¥1,617,674 ¥1,266,580
Premiums earmed...........ccceooiieiiec e 1,626,841 1,579,317 1,598,121 1,586,894 1,232,998
LOSSES INCUITad .o 945,960 1,012,329 841,035 824,199 664,870
LOSS FALIO ..eviviiieeiic e 58.1% 64.1% 52.6% 51.9% 53.9%
Loss adjustment expenses incurred—unallocated ... ¥ 61936 ¥ 52229 ¥ 58,251 ¥ 58835 ¥ 47307
Ratio of losses and loss adjustment expenses
incurred to premiums earned ... 62.0% 67.4% 56.3% 55.6% 57.8%
Underwriting and administrative expenses %
INCUITEA .o e e e ¥ 571,144 ¥ 570,506 ¥ 566,303 | ¥ 579,885 ¥ 440,398
Ratio of underwriting and administrative expenses |
incurred to premiums Written .............c..c...ococe.... 34.4% 35.7% 35.1% 35.8% 34.8%
Combined loss and expense ratio ...........ccooiveeinnes 96.4% 103.1% 91 .4°/[ 91.4% 92.6%

Financial results for the year ended March 31, 2002 represent the financial results of Tokio Marine, as predecessor to Millea Holdings.
Analysis above is based on U.5. GAAP.
Marine business consists of hull and cargo and transit, which have traditionally been separately disclosed.

Underwriting and administrative expenses incurred excludes the amount of cost related to the transfer 1o the government of the substitutional portion of a pension plan.

Loss ratios represent the ratio of losses incurred to premiums earned.
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Loss and Expense Ratios—Property and Casualt

Millea Holdings, Inc. and subsidiaries

(2) Compulsory Automobile Liability Insurance:

(Yen in millions)

y—(Continued)

Years ended March 31 2006 2005 2004 2003 2002
Net premiums WrHteN ......ccoooviviinee e ¥ 316,499 ¥ 328,847 ¥ 3[[33,640 ¥ 280,833 ¥ 114,903
Premiums earned.......cooooivveiiiiecevie e 325,463 316,333 2§2,082 174,074 109,964
LOSSES INCUITEL 1.t 246,493 250,104 207,483 129,482 71,895
LOSS FALI0 oo vt iieeeis et 75.7% 79.1% ; 79.2% 74.4% 65.4%
Loss adjustment expenses incurred—unallocated .. ¥ 17,246 ¥ 16,657 ¥ 19,138 ¥ 17,527 ¥ 14,142
Ratio of losses and loss adjustment expenses
incurred to premiums earned ..., 81.0% 84.3% 86.5% 84.5% 78.2%
Underwriting and administrative expenses
NCUITEA .t ¥ 59,900 ¥ 63572 ¥ 57516 ¥ 50,120 ¥ 42192
Ratio of underwriting and administrative expenses
incurred to premiums written ... 18.9% 19.3% 17.2% 17.8% 36.7%
Combined loss and expense ratio ...........ccocoveeencas 99.9% 103.6% 103.7% 102.3% 114.9%
(3) All Lines: I
(Yen in millions)
Years ended March 31 2006 2005 2004 2003 2002
Net premiums Written ..........cocoiiii e ¥1,974,646 ¥1,925,407 ¥1 ,94'5,246 ¥1,898,557 ¥1,381,483
Premiums arned ........ccccovimrinininie e, 1,952,304 1,895,650 1,860,203 1,760,968 1,342,962
Losses inCurred .o 1,192,453 1,262,433 1,048,518 953,681 736,765
LOSS FAHIO ..o eieee e 61.1% 66.6% \ 56.4% 54.2% 54.9%
Loss adjustment expenses incurred—unallocated ... ¥ 79,182 ¥ 6888 ¥ 77383 ¥ 76412 ¥ 61,449
Ratio of losses and loss adjustment expenses
incurred to premiums earned...........ccocecceinnnncenn. 65.1% 70.2% 60.5% 58.5% 59.4%
Underwriting and administrative expenses
INCUITEA ..o ¥ 631,044 ¥ 634,078 ¥ 623,819 ¥ 630,005 ¥ 482,590
Ratio of underwriting and administrative expenses
incurred to premiums written ... 32.0% 32.9% 32.1% 33.2% 34.9%
Combined loss and expense ratio .........ccceveviercen. 97.1% 103.1% 92.6% 91.7% 94.3%

Financial results for the year ended March 31, 2002 represent the financial results of Tokio Marine, as predecessor to Millea Holdings.

Analysis above is based on U.S. GAAP.

Underwriting and administrative expenses incurred excludes the amount of cost related to the transfer to the government of the substitutional portion of a pension plan.
Loss ratios represent the ratio of losses incurred to premiums earned.
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Millea Holdings, Inc. and subsidiaries

Investments
{Yen in millions)
% of Total Value Shown % of Total
Cost Investments on Balance Sheet Investments
March 31, 2006 and 2005 2006 2005 2006 2005 2006 2005 2006 2005
Securities held to maturity:
Fixed maturities:
Bonds and notes:
Government and government
agencies and authorities: !
Other than United States ..... ¥1,216,061 ¥1,109,715 12.81% 13.15% ¥ 1,216,061 ¥ 1,109,715 947% 10.77%
Total fixed maturities held to
MELUNILY oot 1,216,061 1,109,715 12.81 13.15 1,216,061 1,109,715  8.47 10.77
Securities available for sale:
Fixed maturities:
Bonds and notes:
Government and government
agencies and authorities:
United States .........c..cceeeee... 386,484 322,554 4.07 3.82 398,574 316,054 3.10 3.07
Cther .., 2,803,839 2.877,858 29.54 3410 2,791,305 | 2,887,701 21.75 28.02
3,190,323 3,200,412 33.61 37.92 3,189,879 | 3,203,755 24.85 31.09
States, municipalities and
political subdivisions:
United States............ceoeueen. 1,207 207  0.01 0.00 1,203 212 0.01 0.00
Other ..o, 175,032 117,977 1.85 1.40 172,750 121,591 1.35 1.18
176,239 118,184 1.86 1.40 173,953 121,803 1.36 1.18
Public utilities ........c.cccereiies 134,650 73,711 1.42 0.87 134,582 75,089 1.05 0.73
Convertibles and bonds with
warrants attached .................. 1,870 1,720 0.02 0.02 1,895 1,841  0.01 g.02
Mortgage-backed securities ..... 64,162 48,610  0.68 0.58 65,073 48,327 0.51% 0.47
All other corporate bonds ........ 611,303 505,758 6.42 5.98 614,315 511,777 4.78 4.97
Total bonds and notes ............. 4,178,547 3,948,395 44.01 46.77 4,179,697 | 3,962,592 32.56 38.46
Redeemable preferred stock ........ 100 49  0.00 0.00 100 49 0.00 0.00
Total fixed maturities ............... 4,178,647 3,948,444 44.01 46.77 4,179,797 | 3,962,641 32.56 38.46
Equity securities:
Common stocks:
Public utilities .........cc..ocoeeiiin. 30,327 34,399 0.32 0.41 74,753 69,146 0.58 0.67
Banks, trust and insurance
COMPANHES ..vvvsvie v 253,770 287,841 2.67 3.41 634,650 479,205 4.94 4.65
Industrial, miscellaneous and
allother.........ocoveviiiieeinn 1,320,329 1,295,210 13.21 15.34 4,135,484 | 2,921,565 32.22 28.35
Total common stocks............... 1,604,426 1,617,450 16.90 19.16 4,844,887 | 3,469,916 37.74 33.67
Nonredeemable preferred stocks .. 154,422 178,586 1.63 2.12 164,543 175,863 1.28 1.71
Total equity securities .............. 1,758,848 1,796,036 18.53 21.28 5,009,430 | 3,645,779 39.02 35.38
Total securities available forsale .. 5,937,495 5,744,480 62.54 68.05 9,189,227 | 7,608,420 71.58 73.84
Trading securities:
Fixed maturities .......................... 126,959 38,849 1.34 0.46 125,242 37,665 0.98 0.37
EqQUity SeCUTties ....c.oovvierririeerina 607,371 202,150 6.40 2.40 699,744 204,213 5.45 1.98
Total trading securities.............. 734,330 240,999 7.74 2.86 824,986 241,878 - 8.43 2.35
Mortgage loans on real estate ......... 70,743 71,033 0.75 0.84 70,743 71,033 4855 0.69
Investment real estate 132,496 134,180 1.40 1.59 132,496 134,180 1.03 1.30
Policy 10ans ..o 43,369 38,567 0.46 0.46 43,369 38,567 0.34 0.37
Other long-term investments ........... 426,583 408,913 4.49 4.85 429,837 409,187 3.35 3.97
Short-term investments ................... 930,776 691,769 9.81 8.20 930,776 691,769 7.25 6.71
Total investments ................... ¥9,491,853 ¥8,439,656 100.00% 100.00% ¥12,837,495 ¥10,304,749 100.00% 100.00%
12
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Income
Years ended March 31, 2006, 2005 and 2004
(Yen in millions, (Dollars in thousands,
except per share amounts) except per share amounts)
2006 2005 2004 2006
Operating income:
Property and casualty:
Net premiums written (note 4)..........ccoeeiiineeeiene ¥1,974,646 ¥1,925,407 ¥1,945,246 $16,877,316
Less increase in unearned Premiums .....co....o.eieeveeenne 22,342 29,757 85,043 190,957
Premiums earned (NO@ 4)....cooeviiviveeiieeceeiieee e 1,952,304 1,895,650 1,860,203 16,686,359
Life premiums (note 4) 281,276 253,369 241,553 2,404,068
Net investment income (note 3) 164,433 133,197 126,173 1,405,410
Realized gains (losses) on investments (note 3).................. 175,197 86,750 (3,855) 1,437,410
(Losses) gains on derivatives..........c..ooeeevnrinne (29,305) 8,296 (36,755) (250,470}
Other INCOME ..vviii et 91,780 31,835 20,199 784,445
Total operating INCOME ......ccoviiiiieieieereeen 2,635,685 2,408,097 2,207,518 22,527,222
Operating costs and expenses:
Losses, daims and loss adjustment expenses (notes 4 and 8):
Losses and claims incurred and provided for ................. 1,192,453 1,262,433 1,048,518 10,191,906
Related adjustment expenses .............ccoeeviiiieeniceiiennn 79,182 68,886 77,389 676,769
Total losses, claims and loss adjustment expenses ..... 4,271,835 1,331,319 1,125,907 10,868,675
Policy benefits and losses for life .........ccooeieeeiciice 319,435 210,536 195,659 2,730,214
Interest credited to policyholders' contract deposits .......... 62,811 58,148 58,414 536,846
Policy acquisition costs (NOe 5)...occveeiiiieve e 584,989 564,544 558,978 4,999,906
Other operating eXpenses ..........ccoc.ovverirerierncieniere e 166,384 137,944 116,293 1,422,085
Total operating costs and expenses..............ocveveinen, 2,405,254 2,302,491 2,055,251 20,557,726
Income before income tax expense, minority interests,
equity in earnings of affiliated companies,
extraordinary items and cumnulative effect of
ACCoUNtiNG ChangeS «..voveoiee e 230,431 106,606 152,267 1,969,496
tncome tax expense (benefit) (note 11):
CUITENT 1ottt e 72,407 48,654 50,015 618,863
DEfOITE ..o 3.9 (20,223) (630) 32,231
76,178 28,431 49,385 651,094
MINOTITY INTEIESLS .. eocviiit ittt 1,078 648 — 9,214
Equity in earnings of affiliated companies ............c.c.cocoee 3,785 — — 32,350
Income before extraordinary items and cumulative
effect of accounting changes.........ccccoovovvieenenn. 156,360 77,527 102,882 $ 1,341,538
Extraordinary items (NOt@ 2) .....ovviierivnieiieeie e reee e e o 14,458 — —
Cumulative effect of accounting changes, net of tax (note 1(y)) .. —_ (26) — —
NET INCOME ...t ¥ 156,960 ¥ 91,959 ¥ 102,882 $ 1,341,538
Amounts per share of common stock:
Basic:
Income before extraordinary items and cumulative
effect of accounting changes ..............c..ccoee.. ¥ 92,438 ¥ 44,287 ¥ 56,457 S 790
Extraordinary HemS ... viie e — 8,259 — —
Cumulative effect of accounting changes, net of tax .. — (15) — —
NEtINCOME ..ottt ¥ 92,438 ¥ 52,531 ¥ 56,457 $ 790
Diluted (note 1(t)):
Income before extraordinary items and cumulative
effect of accounting changes...............c.ccceein ¥ 92,426 ¥ 44,287 ¥ 56,457 $ 790
Extraordinary items ........ccooveveri oo — 7,583 —_ —
Cumulative effect of accounting changes, net of tax .. — (15) — —
NELINCOME .ot ¥ 92426 ¥ 51,855 ¥ 56,457 $ 790G
Cash dividends declared (note 16) .......cccoovvieeiinnnnne ¥ 15,000 ¥ 11,000 ¥ 11,000 $ 128
Weighted average and diluted common shares in thousands:
BaSIC e 1,698 1,751 1,822
Diluted (note T .o 1,698 1,751 1,822

See accompanying notes 1o consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries

Consolidated Balance Sheets

March 31, 2006 and 2005

{Yen in millions)

(Dollars in thousands)

2006

2005

2006

Assets
Investments—other than investments in affiliated companies (note 3):
Securities held to maturity;
Fixed maturities, at amortized cost (fair value ¥1,186,794 million
($10,143,538 thousand) in 2006; ¥1,090,487 million in 2005) .............
Securities available for sale:
Fixed maturities, at fair value (amortized cost ¥4,178,647 million
(335,714,932 thousand) in 2006; ¥3,948,444 million in 2005) .............
Equity securities, at fair value (cost ¥1,758,848 million
($15,032,889 thousand) in 2006; ¥1,796,036 million in 2005) ............
Trading securities:
Fixed maturities, at fair value (cost ¥126,959 million
($1,085,120 thousand) in 2006; ¥38,849 million in 2005) ....ccoivvvneee.
Equity securities, at fair value (cost ¥607,371 million
($5,191,205 thousand) in 2006; ¥202,150 million in 2005) .........ccoo.....
Mortgage loans on real @State ..o
INVeStMEnt real 8State .........coiiviiee s
POHCY 108NS ..ottt

Other long-term investments

SHOMt-termM INVESTMENTS ...t ittt e e

Total INVESTMENTS ...ttt

Cash and cash equUIVAIENTS ... et
Premiums receivable and agents’ balances ........c.ccccooiiv i
Reinsurance recoverable on losses (notes 4 and 8) ..ot
Prepaid reinsurance premiums (NOTE 4) ......coociveiecriiiieiiere et
Deferred policy acquisition Costs (N0 5) c....oveiviieeeiriecire e e
Property and equipment, net of depreciation (NOte 6) ......occvoovieiiiiiicinenne
Derivative assets (NOTE 18) . ..o iiiiiii it
GOOAWIl {NOTE 7) oo ettt e
Intangible assets (notes 7 and 12)

Other assets

TOTal @SSOES . ittt e

¥ 1,216,061

¥11,109,715

$ 10,393,684

4,179,797 3,962,641 35,724,761
5,008,430 3,645,779 42,815,641
125,242 37,665 1,070,444
699,744 204,213 5,980,718
70,743 71,033 604,641
132,496 134,180 1,132,444
43,369 38,567 370,675
429,837 409,187 3,673,821
930,776 691,769 7,955,350
12,837,495 1 6,304,749 109,722,179
337,985 290,642 2,888,761
194,884 185,913 1,665,675
423,113 520,733 3,616,350
296,250 302,886 2,532,051
511,682 468,074 4,373,350
187,813 197,533 1,605,239
218,225 217,191 1,865,171
17,317 9,934 148,009
46,912 36,115 400,957
444,441 361,128 3,798,643
¥15,516,117 ¥12\,894,898 $132,616,385

See accompanying notes to consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries

Consolidated Balance Sheets—(Continued)

March 31, 2006 and 2005

(Yen in millions)

(Dollars in thousands)

2006

2005

2006

Liabilities and Stockholders’ Equity
Liabilities:

Policy ligbilities and accruals:
Losses, claims and loss adjustment expenses (naote 8) ...
UNEarned PIreMIUMS ...t et e e e e eete e s e e e eiee e saine e eeas

Future policy benefits and losses (note 9)
Total policy liabilities and accruals ...
Policyholders’ contract deposits (notes 9 and 10} ....ocooveiiirivvineicciinncienens
Income tax liability (NOte 17) ..o
Retirement and severance benefits (Note 12) ..o,
Ceded reinsurance balances payable
Debt outstanding (note 14)
Derivative liabilities (note 18)
Cash received under securities lending transactions .............cceecvcreriecnnn.
Other liabilities (NOtE T4) ..ot

Total Habiles ..o e

Commitments and contingent liabilities (notes 8 and 17)

IMINOTTY INTEIESTS ..ottt

Stockholders’ equity:
Common stock: 6,830,000 and 6,870,000 shares authorized in 2006
and 2005, respectively, 1,687,048.75 and 1,727,048.75 shares issued
in 2006 and 2005, respectively ...........coovieeiiee e
Additional paid-in capital.......c.oocveiivii e
Retained earnings {NOTE 16) .....cc.c.ovviiiiiiioriee e sreesee s ree e ve e e
Accumulated other comprehensive income:
Unrealized appreciation of SECUMTIES ......ccovvviviiiiencii e
Foreign currency translation adjustments ...........ccoveivenneine e,
Minimurm pension liability adjustments (note 12) ..o

Total accumulated ather comprehensive iINCOME .oovveiviiveee e,
Treasury stock, at cost 6,581 and 7,149 shares in 2006 and 2005,
resSPECtiVEIY (NOTE 16} ....oooii ettt

Total stockholders” @QUILY .....c.ocooivvrieiii e
Total liabilities and stockholders’ equITY .........coevvrvii e

¥ 1,419,65’5

¥ 1,345,196

$ 12,133,803

1927,262 1884482 16,472,326
1,132,153 982,336 9,676,521
4479070 4,212,014 38,282,650
3,580,95}1 3,005,999 30,606,419
1,275,022 733,329 10,897,624

230,484 285,011 1,969,949
114,965 128,365 982,615
322,007 270,887 2,752,197
209,355 159,978 1,789,359
607,425 449,381 5,191,667
243,798 210,496 2,126,478
11,068,078 9,455,460 94,598,958
7,796 6,798 66.632
150,000 150,000 1,282,051
93,568 163,316 799,726
2,509,670 2,371,629 21,450,171
748,876 852,436 14,947,658
(6,307) (27,834) (53.906)
(44,024) (66,147) (376,273)
1,698,545 758,455 14,517,479
{11,540) (10,760) (98,632)
4,440,243 3,432,640 37,950,795
¥15516,117_ ¥12,894,898 $132,616,385

See accompanying notes 1o consclidated financial statements.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Stockholders' Equity

Years ended March 31, 2006, 2005 and 2004

(Yen in millions)

(Dollars in thousands)

[

2006 2005 2004 2006
Commoan stock:
Balance at beginning and end of year ... ¥ 150,000 ¥ 150,000 ¥ 150,000 $ 1,282,051
Additional paid-in capital:
Balance at beginning of year ... 163,316 343,155 343,413 1,395,863
Retirement of treasury stock (NOte 16) ....coccvvevvivnirienrnnne. (70,118) (179,843) — (599,299)
Gains (fosses) on sales of treasury stock ... 0 4 (258) 0
Issuance of stock options (note 13) 370 — — 3,162
Balance at end Of YEar .........coo.ovvvereoreerco e 93,568 163,316 343,155 799,726
Retained earnings:
Balance at beginning of year ... 2,371,629 2,299,338 2,214,947 20,270,333
Net income for year ..o 156,960 91,959 1P2,882 1,341,538
Dividends paid (note 16)......c..cccoviieiiiniri it e (18,919} (19,668) (18,491) (161,700}
Balance atend of year ..o 2,509,670 2,371,629 2,299,338 21,450,171
Accumulated other comprehensive income:
Unrealized appreciation of securities: i
Balance at beginning of year .......cccccooiiviinviciiieee. 852,436 796,304 2%7,198 7,285,778
Change during YEar ......c..c..cvoivev oo 896,440 56,132 569,106 7,661,880
Balance at end of YEar ........coooovvceveecveeooeeereeree oo 1,748,876 852,436 796,304 14,947,658
Foreign currency translation adjustments: '
Balance at beginning of year ... {27.834) (26,433) (15,254) {237,897)
Change during Year .............c.oooiiieeiiiie e 21,527 (1,401) (11,179) 183,991
Balance atend of year ..., (6,307) (27,834) (26,433) {53,906)
Minimum pension liability adjustments (note 12):
Balance at beginning of year ... (66,147) (67,305) (§8,326) (565,359)
Change during Year ......c.cocccveerrevrieiiiienres e 22,123 1,158 21,021 189,086
Balance at end of year ... {44,024} (66,147) (67,305) (376,273)
Accumulated other comprebensive income
atend of year ... 1,698,545 758,455 702,566 14,517,479
Treasury stock (note 16).
Balance at beginning of year ... {10,760} (86,708) (7.662) (91,966)
Change during Year .........ccoeoviiieeiiie e (780) 75,948 (79,046) (6,666)
Balance at end of Year ... (11,540) (10,760) (86,708) (98,632)
Total stockholders’ equity .......ocoovviecieiirie e ¥4,440,243 ¥3,432,640 ¥3,4d8,351 $37,950,795
See accompanying notes to consolidated financial staternents.
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Millea Holdings, inc. and subsidiaries }

Consolidated Statements of Cash Flows
Years ended March 31, 2006, 2005 and 2004

(Yen in millions) (Dollars in thousands)
2006 2005 2004 2006
Cash flows from operating activities:
Nt I COME et ¥ 156,960 ¥ 91,958 ¥ 102,882 $ 1,341,538
Adjustments to reconcile net income to net cash provided
by operating activities:
Increase in losses, claims and loss adjustment
expense reserve, net of ceded reinsurance ......c.cceene. 158,090 53,831 92,555 1,351,197
Increase in unearned premiums, net of ceded
FEINSUFAICE cvvvvieeeeeieeec ettt e e e eee e eee e 23,653 23,640 100,084 202,162
Increase in future policy benefits for life 147,168 135,726 133,451 1,257,846
(Increase) decrease in premiums receivables and
agents’ balances, net of ceded reinsurance .................. {24,186) 18,489 (13,152) {206,718)
Increase {decrease) in payable for current income
L= (L T O PP PTRTOURNR PPN 21,040 10,340 (59,475) 179,829
(Increase) decrease in receivable for current income
XS i {4,393) 25,764 (28,732) (37,547)
Deferred inCome taxes .........ccoeeveeviiiic i 3,814 (20,269) (503) 32,598
Provision for retirement and severance benefits ............ {18,052) (3,043) 2,938 {154,291)
Increase in deferred policy acquisition costs .........ooeeis {37,055) (14,539) (30,923) {(316,709)
Depreciation ....c...cocveeivii e 19,935 21,281 19,116 170,385
Extraordinary items—unallocated negative goodwill
(NOTE 2) oot — (14,458) - —_
Changes in trading securities, at fair value ................... {575,584) (41,900) (8,065) (4,919,521)
Changes in derivative assets and liabilities—net ........... 39,890 12,140 68,913 340,940
(Increase) decrease in other assets .........ccccvvveivecveeinns, (1,053) (5,266) 758 {9,000}
increase (decrease) in other liabilities .........ccccoeveiienn, 18,465 (5,704) 5,707 157,821
Net realized (gains) 10SSES .....c..ooviiviieirerieir e, (72,488) (75,748) 5,364 (619,556)
Stock OpLioN eXPENSE ..vocviiveiii e 370 — — 3,162
Interest credited to policyholders’ contract deposits ...... 62,811 58,148 58,414 536,846
Other—rnet ..o 4,809 1,999 (10,271) 41,103
Net cash (used in) provided by operating activities ... {75,806) 272,390 439,061 (647,915)
Cash flows from investing activities:
Proceeds from investments sold or matured:
Fixed maturities held to maturity redeemed .................. 1,714 2,803 2,471 14,650
Fixed maturities available forsale sold ...............c..cee. 654,344 1,640,958 870,571 5,592,684
Fixed maturities available for sale redeemed ................. 2,315,635 1,399,756 724,003 19,791,752
Equity securities available forsale ... 285,327 205,191 l 228,913 2,438,692
Mortgage loans on real estate ..., 22,242 77,092 52,679 190,103
Investment real @state .........c.coevviiviiiiicee e 8,652 39,748 5,272 73,949
POlEY 108NS .o, 37,214 33,069 21,759 318,068
Other long-term iNVestMeNnts .........occcecvimiieeieiien e 175,227 176,222 | 247,498 1,497,667
See accompanying notes to consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries

Consolidated Statements of Cash Flows—(Continued)
Years ended March 31, 2006, 2005 and 2004

(Yen in mitlions)

(Dollars in thousands)

2006 2005 2004 2006
Cost of investments purchased:
Fixed maturities held to maturity ........ccocoveeeiiniiieene ¥ (101,847 ¥ (5480) ¥ (%31,31 5) S (870,487}
Fixed maturities available forsale ........oocooeevviveiiin, {3,190,391) (3,793,144) (1 ,§93,176) (27,268,299}
Equity securities available for sale ... (191,330) (275,367) (75,562) 1,635,299}
Mortgage loans on real estate {20,709) (17,208) (:26,335) {177,000)
Investment real estate ........ooo.eovvevviieeeeiee e (3,746) (16,348) (23,594) {32,017)
POHCY JOANS . {42,016) (38,026) (:25,282) (359,111)
Other long-term investments ..o eveecnc e (194,831} (162,680) (1‘,42,21 )] {1,665,222)
Short-term investments—net ........c.ocev v (214,104) 191,408 (2;25,535) {1,829,949)
Securities and indebtedness of related parties ..........c........ {13,300) (12,931) (17,566) {113,675)
Property and equipment—net ........c...ccocoeceminierircenennnnns (8,471} (12,161) (8,628) (72,402)
increase (decrease) in cash received under securities
lending transactions .........cc.ccovieiciinieiienn e 158,043 220,564 (19,397) 1,350,795
Cash paid on acquisition, net of cash and cash
equivalents aCqQUITed ... {40,071) — (17,962) (342,487)
OUhET v ettt e 16,138 (436) — 137,931
Net cash used in investing activities {346,280) (346,870) (253,397) (2,959,657}
Cash flows from financing activities: |
Investment deposits funded by policyholders ..........c......... 934,380 448,142 3§4,949 7,986,154
Withdrawals of investment deposits by policyholders ........ (426,468) (374,636) (435,028) (3,645,026}
Proceeds from issuance of debt ... 128,019 75,494 68,746 1,094,179
Repayment of debt ..., (76,759) (50,909) (33,039) (656,060}
(Decrease) increase in cash received under securities §
lending transactions ............ocooveiveveeceiee e e (43,974) 43,974 —
Dividends to stockholders ...........ccoeveiiiiiieiiiicciee (18,893) (19,669) (;1 8,491) {161,479)
Increase in treasury StOCK ....oovveveiieiiee e {70,898) (103,891) (79,304) {605,966)
Other—nNel ..ot (5.194) (2,395) t(5,049) (44,392)
Net cash provided by (used in) financing activities ......... 464,187 (71,838) (93,242) 3,967,410
Effect of exchange rate changes on cash and cash
EQUIVAIENTS 1ottt 5,242 1,022 | 474 44,803
Net change in cash and cash equivalents .......c.......ccco.oee 47,343 (145,396) 92,896 404,641
Cash and cash equivalents due to the initial consolidation
OF VIES Lottt e - 3,164 — —
Cash and cash equivalents at beginning of year .................... 290,642 432,874 339,978 2,484,120
Cash and cash equivalents at end of year .........c.ccocereveeennn ¥ 337,985 ¥ 290,642 ¥ 432,874 $ 2,888,761
Supplemental information of cash flows:
Cash paid during the year for:
INTEIESE o e ¥ 3,085 ¥ 3,198 ¥ 2,885 5 26,368
INCOME TAXES ...evveieeiiie ettt ¥ 55780 ¥ 12,550 ¥ 113,521 $ 476,581
See accompanying notes to consolidated financial statements.
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Millea Holdings, Inc. and subsidiaries i

Consolidated Statements of Comprehensi\(e Income

Years ended March 31, 2006, 2005 and 2004

{Yen in millions)

{Dollars in thousands)

2006 2005 2004 2006
NET INCOME et e ¥ 156,960 ¥ 91,959 ¥102,882 $1.341,538
Other comprehensive income, net of tax:
Unrealized appreciation of securities:
Unrealized holding gains .......cccovvveiiviic e 940,363 106,941 574,678 8,037,290
Less: reclassification adjustments for gains included
INNELINCOME Lottt s {43,923) (50,809) (5,572) (375,410)
896,440 56,132 569,106 7.661,880
Foreign currency transiation adjustments:
Foreign currency translation adjustments .........c..cooeev.. 21,527 (1,401) (11,866) 183,291
Less: reclassification adjustments for losses included
IN NELINCOME oottt — — 687 —
21,527 (1,401) | (11,179) 183,991
|
Minimum pension liability adjustments ............c..c.ooeeenn. 22,123 1,158 21,021 189,085
Other comprehensive INCOME ........c.c.ooeevrviirierenn, 940,090 55,889 578,948 8,034,256
Comprehensive INCOME .......coviiiieceic e ¥1,097,050 ¥147,848 ¥681,830 $9,376,494
See accompanying nates to consolidated financial statements.
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Miflea Holdings, Inc. and subsidiaries

Notes to Consolidated Financial Statements
March 31, 2006, 2005 and 2004

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING
POLICIES

(a) Description of Business

Millea Holdings, Inc. ("Millea Holdings”), incorporated in Japan, is a
holding company mainly engaged in property and casualty and life in-
surance operations. Through its subsidiaries, Millea Holdings writes
marine, fire and casualty, automobile and allied lines of insurance
principally covering risks located in Japan and hull and cargo risks for
Japanese business and sells a variety of life insurance products mainly
in the Japanese market.

(b) Basis of Presentation

The consolidated financial statements of Millea Holdings and its sub-
sidiaries (collectively referred to as “the Company”) are presented
herein in accordance with accounting principles generally accepted in
the United States of America (“U.S. GAAP”), which differ in certain
respects from Japanese accounting principles ("Japanese GAAP").

Certain reclassifications have been made to the prior years' consoli-
dated financial statements to conform to the 2006 presentation.

In the consolidated financial statements, certain Japanese yen
amounts have been translated into United States dollars at the rate of
117 yen to the dollar, the approximate exchange rate as of March 31,
2006. Such translations should not be construed as representations
that the Japanese yen amounts represent, or have been or could be
converted into, United States dollars at that or any other rate.

(¢) Principles of Consolidation

The accompanying consolidated financial statements include all ma-
jority-owned subsidiaries and variable interest entities to which Millea
Holdings and its subsidiaries are the primary beneficiary. Certain sub-
sidiaries’ results were reported in the consolidated financial state-
ments using December 31 year-ends. All affiliated companies are
accounted for by the equity method. At March 31, 2006 and 2005,
investments in affiliated companies which were presented as other as-
sets amounted to ¥118,723 million ($1,014,726 thousand) and
¥75,712 million, respectively. As for the investment in affiliated com-
panies accounted for by equity method for which quoted market price
is available, at March 31, 2006 and 2005, the aggregate carrying
amount of investment were ¥42,482 million {$363,094 thousand) and
¥34,032 million respectively. The fair value of investment were
¥32,828 million ($280,581 thousand) and ¥24,327 million at March
31, 2006 and 2005, respectively. All significant intercompany ac-
counts and transactions have been eliminated in consolidation.

20

(d) Use of Estimates
Management of the Company has made a number of estimates and
assumptions relating to the reporting of assets and liabilities and the
disclosure of contingent assets antd liabilities to prepare these financial
statements in conformity with UIS. GAAP. Actua! results could differ

from these estimates.

(e) Investments—Other than Investments in Affiliated
Companies
Fixed maturities and equity securities are generally accounted for in
accordance with SFAS No. 115, TAccounting for Certain Investments
in Debt and Equity Securities”.

Fixed maturities held to maturity, which the Company has the posi-
tive intent and ability to hold to maturity, are stated at amortized cost.
Declines in fair value below amorFized cost that are determined to be
other than temporary are charged to earnings.

Fixed maturities available for !sale are stated at fair value. When

quoted market value is not availalible, quoted market vatue for similar
securities is utilized instead. Declines in fair value below amortized
cost that are determined to be olcher than temporary are charged to
earnings.

Equity securities available fon sale, which include common and
nonredeemable preferred stocks,} are stated at their fair value based
primarily on quoted market pricels, Stocks listed on Japanese or for-
eign stock exchanges represent a}pproximately 87% and 83% of the
investment in stocks at March 31, 2006 and 2005, respectively. De-
clines in fair value below cost that are determined to be other than

.
temporary are charged to earnings.

Gains and losses incurred on the sale or impairment of securities are
included in realized gains (losses)[on investments in the consolidated
statements of income. Unrealized [gains and losses, net of taxes, in the
value of securities available for saleit is accounted for as a component of
accumulated other comprehensivejincome. See note 3 for further infor-
mation about other-than-temporary impairment of securities.

Trading securities are held to imeet short-term investment objec-
tives. These securities are recorded on a trade date basis and carried
at current market values. Unrealiz[ed gains and losses are recognized
in earnings.

The cost of securities sold is determined on a weighted moving-av-
erage basis.
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Millea Holdings, Inc. and subsidiaries

Notes to Consolidated Financial Statements—T(Continued)

Mortgage loans on real estate and other loans which are included
in other long-term investments are principally carried at the unpaid
balance of the principal amount, net of unamortized premium or dis-
count and valuation allowances. The valuation allowances for loan
losses represent management's estimate of probable losses in our
loan portfolios. The evaluation process involves a number of estimates
and judgments. Our allowances for loan losses consist of specific al-
lowances for specifically identified impaired borrowers and general al-
fowances for loans which are not specifically identified as impaired.
The altowance is based on Statement of Financial Accounting Stan-
dards ("SFAS") No. 114, “Accounting by Creditors for Impairment of
aloan”, SFAS No. 118, " Accounting by Creditors for Impairment of a
Loan—Income Recognition and Disclosures”, and SFAS No. 5, “Ac-
counting for Contingencies”. The Company records specific allow-
ances for loan losses in net investment income when the Company
determines that an individual borrower is not able to keep current
with payments on its loans. Large numbers of smaller-balance loans
are grouped into homogenous groups and are collectively evaluated
for impairment. For these loans, the Company records “general allow-
ances”, or unallocated valuation allowances, for loan losses to reflect
loss contingencies underlying individual loan portfolios. Changes in
the valuation allowances are included in net investment income.

These impaired loans are written down to the extent that principal
is judged to be uncollectible. Impaired collateral-dependent loans
where repayment is expected to be provided solely by the underlying
collateral and there are no other available and reliable sources of re-
payment are written down to the lower of cost or collateral value.
These loans identified as impaired are placed on a cash basis when it
is determined that the payment of interest or principal is doubtful of
collection except when the loan is well secured and in the process of
collection. Accrued interest on impaired loans is reversed and charged
against current earnings, and interest is thereafter included in earn-
ings only to the extent actually received in cash. When there is doubt
regarding the ultimate collectibility of principal, all cash receipts are
thereafter applied to reduce the recorded investment in the loan.
These cash-basis loans are returned te an accrual status when all con-
tractual principal and interest amounts are reasonably assured of re-
payment and there is a sustained period of repayment performance in
accordance with the contractual terms.

Paolicy loans are made to policyholders of long-term insurance with
refund at maturity. Those long-term insurance products include long-
term comprehensive insurance and long-term family personal traffic
accident insurance. The maximum amount of loans is limited to 90%
of return premiums on the policies. Policy loans are carried at cost.

Short-term investments are carried at costs or amortized costs that
approximate fair value, and generally include call loans and other in-
vestments maturing within one year.
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(f) Repurchase Agreements and Securities Lending Activities

The Company is party to various securities lending agreements under
which securities are loaned to third parties on a short-term basis. For
those loaned securities which do not meet the relevant conditions for
the surrender of control ;as provided by SFAS No. 140, "Accounting
for Transfers and Servicing Assets and Extinguishments of Liabilities, a
replacement of FASB Statement No. 125.", they are not removed
from the Company’s con’solidated balance sheet; rather, they are re-
tained within the appropriate investment classification. In cases where
the company takes possession of the collateral under its securities
lending program, the colléteral is included in the consolidated balance
sheet with a correspondi[ng liability being recorded to recognize the

obligation to return such collateral.

(g) Investment Real Estate, Property and Equipment

Investment real estate, property and equipment are stated at cost less
accumulated depreciation[on buildings and furniture and fixtures. De-
preciation is computed p:rinclpaHy by the declining-balance method
based on estimated useful lives. The estimated useful lives of buildings

based on construction method and eguipment range as follows:

38 to 50 years

Brick and block ... 2 41 years
WOOd . et 24 years
Wood and mortar ................... l ................................................... 22 years
Steel..eiii l ................................................... 11 to 34 years

Building equipment .........c........ t ...................................................
Furniture and fixtures ........... [ ..................................................

7
Maintenance and repaitrs are charged against income as incurred.
Improvements are capitalized to property and equipment.
The cost and accumulated depreciation with respect to assets re-
tired or otherwise disposed of are eliminated from the asset and re-
lated accumulated deprec

3 to 18 years
2 to 15 years

ation accounts. Any resulting profit or loss
is credited or charged to income.

{h) Cash Equivalents
Cash equivalents include cash deposited in demand deposits at banks.
(i) Derivatives
The Company employs der;ivative financial instruments including inter-
est rate swaps, foreign exchange forwards, bond futures, equity index
options, equity index futures and other instruments to manage inter-
est risk, foreign currency risks and other risks for hedging activities
and other purposes.

All derivatives are recognized in the consolidated balance sheets at
fair value in accordance with SFAS No. 133, ”Accounting for Derivative
Instruments and Certain Hedging Activities.”, subsequently amended
by SFAS No. 138, “Accounting for Certain Derivative Instruments and
Certain Hedging Activities, an amendment of SFAS No. 133.”




Millea Holdings, Inc. and subsidiaries

Notes to Consolidated Financial Statements—(Continued)

For derivatives designated as hedges, on the date the derivative
contract is entered into, the Company designates interest rate swaps,
foreign exchange forwards or currency swaps and other derivative in-
struments as a hedge of the changes in the fair value of a recognized
asset or liability (“fair value hedge”).

The gains or losses in the fair value of a derivative that is appropri-
ately and contemporaneously documented, designated and is highly
effective as fair value hedge are recorded in (losses) gains on deriva-
tives, net investment income and realized gains (losses) on investments
along with the losses or gains on the hedged item attributable to the
hedged risk. Changes in the fair value of derivatives used for other
than hedging activities are reported in (losses) gains on derivatives.

The Company occasionally purchases a financial instrument that
contains a derivative instrument. The Company bifurcates an embed-
ded derivative where: (1) the econamic characteristics of the embed-
ded instrument are not clearly and closely related to those of the
remaining components of the financial instrument; and (2) a separate
instrument with the same terms as the embedded instrument meets
the definition of a derivative under SFAS No. 133, as amended. When
bifurcated, the embedded derivative is carried at fair value, and
changes in its fair value are included currently in earnings.

(i) Premium Revenues

Property and casualty insurance premiums are recognized as earned
on a pro rata basis over the terms of the policies. Unearned premiums
represent the portion of premiums written relating to the unexpired
terms of coverage.

Life premiums for long-duration contracts are recognized when
due from policyholders. Life premiums for short-duration contracts are
recognized over the period to which the premiums relate on a pro
rata basis.

Premiums are stated net of amounts ceded to reinsurers.

(k) Policy Acquisition Costs

Costs that vary with and are primarily related to the acquisition of in-
surance policies are deferred to the extent such costs are deemed re-
coverable from future profits. These costs are principally external sales
agents’ commissions, in-house sales agents’ salaries, other compensa-
tion and other underwriting costs. Deferred policy acquisition costs
are reviewed to determine if they are recoverable from future income
and, if not recoverable, are charged to expense.
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Policy acquisition costs for property and casualty insurance prod-
ucts are deferred and amortizec[ over the period in which the related
premiums written are earned. lTolicy acquisition costs for traditional
life insurance products are generally deferred and amortized over the
premium paying period of the policy. Policy acquisition costs related
to investment contracts and universal-life type contracts are deferred
and amortized, with interest, in relation to the incidence of estimated

gross profits to be realized over the estimated lives of the contracts.

(1) Losses, Claims and Loss Adjustment Expenses

The net liabilities stated for repérted and estimated property and ca-
sualty losses and claims and for related loss adjustment expenses are
based upon the accumulation of (1) case estimates for losses and re-
lated loss adjustment expenses reported prior to the close of the ac-
counting period on the direct business written by the Company and
(2) estimates received from cedin‘g reinsurers. The loss adjustment ex-
penses represent administrative le>q:>enses in connection with settling
or disposing of claims, which include out-of-pocket expenses as well
as allocated personnel cost. Provision has been made for unreported
losses and for loss adjustment expenses not identified with specific
claims based upon past experience. These liabilities are adjusted regu-
farly based on experience. The Company believes that the liabilities for

unpaid losses and loss adjustme’nt expenses at March 31, 2006 and

2005 are adeguate to cover the {IJltimate net cost of losses and claims
incurred to those dates. Howe\ﬁer, the liabilities are based on esti-
mates and management makes no representation that the ultimate li-

ability may not exceed or fall short of such estimates.

(m) Future Policy Benefits and Losses
Future policy benefits and losse.% inctude provisions for future policy
benefits for life contracts and for junpaid life policy claims.

The liabilities for future policy benefits are computed by a net level
premium method using estimated future investment yields, withdraw-
als and recognized morbidity and mortality tables. Future investment
yields assumptions are based on lfactors such as expected investment
returns and market conditions. Withdrawals, morbidity and mortality
assumptions are mainly based an our own experience. For limited-
payment contracts, which provide insurance coverage over a contract
period that extends beyond the|period in which premiums are col-
lected, gross premiums in excess of the net premium are deferred and
recognized in earnings in a constant relationship with insurance in
force or with the amount of explected future benefit payments. The
Company's liabilities for future p[olicy benefits and losses are also in-
clusive of liabilities for guarantee|benefits related to certain nontradi-
tional long-duration contracts, which are discussed more in note 10.

Unpaid policy claims represent the estimated liability for reported
and unreported losses on life policies on an undiscounted basis.

2ot b1



Millea Holdings, Inc. and subsidiaries

Notes to Consolidated Financial Statements—(Continued)

The Company believes that the estimated liabilities for future policy
benefits and for losses at March 31, 2006 and 2005 are adequate to
cover the life insurance liabitity. However, the ultimate liability may
vary from such estimates.

(n) Policyholders’ Contract Deposits

The Company sells certain property and casualty and life insurance
products that do not subject the Company to significant risks arising
from policyholders’ mortality or morbidity. These contracts are re-
ferred to as investment contracts. For investment contracts and uni-
versal-life type contracts, the Company records the associated
liabilities as policyholders' contract deposits except for guaranteed
minimum death benefit (“GMDB"), which is recorded as future policy
benefits and losses.

The Company sells certain long-term property and casualty insur-
ance policies, such as long-term comprehensive insurance, long-term
family personal traffic accident insurance, which include a savings fea-
ture in addition to the insurance coverage provided under the policy.
These policies (" deposit-type insurance”) are issued for periods of 2 to
64 years.

The key terms of deposit-type insurance, which include contractual
rates of interest, are fixed at the inception of the policy and remain in
effect during the policy period. At inception, policyholders can choose
to pay premiums on the policy either in a lump-sum or in annual,
semiannual or monthly installments. The policy allows policyholders to
later change the mode for payment with the Company's approval. in
addition, the policy allows policyholders during the payment phase to
change the allocation of annuity payments they receive if certain con-
ditions established by the Company are met. In practice, these options
are rarely used by policyholders. Policyholders can terminate the con-
tract before the maturity date with a payment of a predetermined
commission to the Company.

Premiums for insurance portion and savings portion of the contract
are allocated at inception. The premium for the insurance portion is
calculated the same way as the premium for a traditional indemnity
policy with no savings portion is calculated. The premium for the sav-
ings portion ("deposit premiums”) represents the present value of the
lump-sum or annuity refund for a fixed period, discounted using the
committed interest rate and the “total loss termination” rate, which
are both set at the inception of the contracts. “Total loss termination”
is an exceptional event that takes place when a full payout is made for
the insurance portion of the policy, and in this case, the contract ter-
minates without any maturity refund being paid to the policyhaolder.
The weighted average annual frequency of “total loss termination” is
approximately 0.04%.
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In the case of a total |<|>ss, deposit premiums under the contract are
designed to be used for maturity refunds on the other policies for
which a total loss has not occurred. The use of deposit premiums, in-
cluding maturity refundsifor “total loss” policies, are legally restricted
for the benefit of policyhalders making investment depaosits and can-

not be used to fund inde[mnity claims in the case of a total loss or any

[

other losses. Accordingly, the Company does not use, in fact and in

. | - . :
substance, maturity refunds for “total loss” policies to fund indemnity

claims. All payments mac{ie to the policyholder in a total loss situation
are funded by using liabilities established for the insurance portion of
the contract.

The premium for thelinsurance portion is recognized as revenue
over the period of the contract, generally in proportion to the amount
of insurance protection provided. Deposit accounting is utilized for
the savings portion of the contract. Accordingly, premiums received
for the savings portion of outstanding contracts are recorded as poli-
cyholders’ contract deposits. Policyholders’ contract deposits are
accreted using the interest rate method based on the present value of
expected payments on the investment portion of outstanding con-
tracts, without deductions for future surrender penalties. The amount
of expected payments excludes payments for “total loss” policies,
which are paid to other|holders of maturing policies. At the end of
each fiscal year, “policyholders’ contract deposits” are adjusted to re-
flect the present value of}comracts in force.

Policy acquisition costs are not charged to the savings portion of
the contract. Costs assoéiated with policy acquisition of deposit-type

|

policies are charged to ti?e insurance portion and amortized over the

contractual period. The possibility of a premium deficiency, relevant
only to the insurance p&rtion, is monitored through combined loss
and expense ratio. The Cpmpany did not recognize any premium defi-
ciency for such policies for the years ended March 31, 2006, 2005
and 2004,

Interest credited to policyholders’ contract deposits represents in-
terest accrued or paid fo[ investment contracts and universal-fife type
contracts. Any investment income attributable to policyholders in re-
spect of investment contracts and universal-life type contracts are pre-
sented on a gross basisjand included in “Net investment income”,
"Realized gains (losses) on investments” and “{Losses) gains on de-
rivatives” in the consalidated statements of income.

See note 15 for fair value information of investment contracts.
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Notes to Consolidated Financial Statements—(Continued)

(o) Shadow Accounting

Realized gains or losses on investments may have a direct effect on
the measurement of insurance assets and liabilities. That is to say, re-
alization of gains or losses on available-for-sale investments can lead
to unlocking of deferred policy acquisition costs ("DPAC"), present
value of future profit ("PVFP") and certain insurance liabilities. In
these situations, shadow accounting is applied which ensures that all
recognized gains and losses on investments affect the measurement
of the insurance assets and liabilities in the same way, regardless of
whether they are realized or unrealized and regardless of whether the
gains and losses are recognized in the income statement or directly in
equity. If unrealized gains or losses trigger shadow accounting adjust-
ments to DPAC, PVFP and certain insurance liabilities, the correspond-
ing adjustment is recognized in equity, together with the unrealized
gains or losses.

(p) Reinsurance

Amounts recoverable from reinsurers are estimated in a manner con-
sistent with the claim liability associated with the reinsured business.
The Company evaluates and monitors the financial condition of its
reinsurers under reinsurance arrangements to minimize its exposure to
significant losses from reinsurers’ insolvencies.

(q) Compulsory Automobile Liability insurance

Japanese law provides that all automobiles are to be covered by speci-
fied amounts of liability insurance for personal injury and that insur-
ance companies are to accept such coverage on a nonprofit basis. In
compliance with this law, which came into effect on April 1, 1966,
the Company has not reflected any profit or foss from underwriting
such compulsory automobile liability insurance in financial statements
prepared for distribution to stockholders under the Japanese Com-
mercial Code. In these consolidated financial statements, which are
presented in accordance with U.S. GAAP, gains or losses from under-
writing compulsory automobile liability insurance have been credited
or charged to income.

(r) Foreign Currency Translation
Assets and liabilities of the subsidiaries located outside Japan are trans-
lated into Japanese yen at the rates of exchange in effect at the balance
sheet date. Revenues and expenses of the subsidiaries are translated at
weighted average exchange rates during the year. Gains and losses re-
sulting from translation of financial statements are excluded from the
consolidated statements of income and are accumulated as foreign cur-
rency translation adjustments in stockholders' equity.

Gains (losses) resulting from foreign currency transactions in the
amount of ¥1,758 million (315,026 thousand) in 2006, ¥(1,391) mil-
lion in 2005 and ¥(5,720) million in 2004 were charged to income.
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(s) Impairment of Long-Lived Assets

As required by SFAS No. 144, “Accounting for the Impairment or Dis-
posal of Long-Lived Assets,” long-lived assets and certain identifiable
intangibles are reviewed for imp‘airment whenever events or changes
in circumstances indicate that the carrying amount of an asset may
not be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to esti-
mated undiscounted future cash flows expected to be generated by
the asset. If such assets are consi.dered to be impaired, the amount of
impairment to be recognized is the amount by which the carrying
amount of the assets exceeds th!e fair value of the assets. Fair value is
determined primarily based on market prices, if available, or the esti-
mated fair value based on an appraisal. Assets to be disposed of by
sale are reported at the lower of the carrying amount or fair value less

estimated cost to sell.

(t) Earnings per Share
Basic earnings per share is computed by dividing net income available
to common stockholders by the weighted-average number of shares
of common stock outstanding for respective period.

The diluted earnings per share includes the effect of all dilutive po-
tential common shares that were|outstanding for respective periods.

(u) Goodwill and Present Value of Future Profit
Goodwill represents the excess of purchase price over fair value of the
net assets of acquired entity.

PVFP represents the present value of profits embedded in acquired
long term (life) insurance contracts and is determined based on the

net present value of future casA flows expected to result from the

contracts in force at the date olf acquisition. PVFP is amortized to
match estimated gross profits fro[m the policies acquired. The amorti-
zation is recorded as other operating expenses.

Goodwill and PVFP are tested for impairment annually or when a
certain triggering event requires such test.

When fair value of net assets acquired exceeds their cost, the dif-

ference is called negative goodwill. All the acquired assets are then

subject to pro rata reduction, exctept for financial assets other than in-

vestments accounted for by the elquity method, deferred taxes, assets
to be disposed of by sale, prepaid assets relating to pension and other
postretirement benefit plans, and any other current assets. If all eli-
gible assets are reduced to zero a[nd amount of negative goodwill still
remains, the remaining unallocated negative goodwil! is recognized

immediately as an extraordinary glain.
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Notes to Consolidated Financial Statements—’(Continued)

(v) Income Taxes

Income taxes are accounted for under the asset and liability method.
Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial state-
ment carrying amounts of existing assets and liabilities and their re-
spective tax bases and operating loss and tax credit carryforwards.
Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income for the years in which those tem-
porary differences are expected to be recovered or settled. The effect
on deferred tax assets and liabilities of a change in tax rates is recog-
nized in income in the period that includes the enactment date. Valu-
ation allowances are established when there is uncertainty that such
assets would be realized.

(w) Retirement and Severance Benefits

The Company has a defined benefit pension plan and calculates pro-
jected benefit obligation and net periodic benefit cost using the pro-
jected unit credit actuarial cost method. in the past, the plan
substituted for a part of government's welfare pension plan. During
the year ended March 31, 2006, the Company transferred this wel-
fare-related pension obligation to the government. The Company ac-
counted for the transfer as a single settlement transaction in
accordance with the provisions of EITF 03-02, “Accounting for the
Transfer to the Japanese Government of the Substitutional Portion of
Employee Pension Fund Liabilities.” See note 12 for further informa-
tion.

The Company accounts for its unfunded lump-sum payment retire-
ment plan in accordance with EITF 88-1 “Determination of Vested
Benefit Obligation for a Defined Benefit Pension Plan”, and records
the actuarial present value of the vested benefits to which the em-
ployee is entitled if the employee separates immediately as projected
benefit obligation.

(x) Stock options

The Company accounts for stock option issued in accordance with
SFAS No. 123R, "Share-based payment”. Compensation expense is
determined using option pricing models intended to estimate the fair
value of the awards at the grant date, and it is recognized over the
service period. See note 13 for further information.
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{y) New Accounting St\andards

In January 2003, the FASB issued interpretation No. 46, "Consolida-
tion of Variable Interest iEntities—an Interpretation of ARB No. 51”
("FIN 46"). FIN 46 clariﬂc?s when an enterprise should consolidate an
entity that meets the definition of & Variable Interest Entity ("VIE") if
that enterprise has a variable interest that will absorb a majority of the
VIE's expected losses, recFive a majority of the VIE’s expected residual
returns, or both. A VIE is a entity in which equity investors do not
have the characteristics of a controlling financia! interest or do not
have sufficient equity at risk for the entity to finance its activities with-
out additional subordinated financial support from other parties, and
may include many types of special purpose entities. In December
2003, FASB issued a revision to Interpretation No. 46 (“FIN 46R"). FIN
46R retains many of the basic concepts introduced in FIN 46, however
it also introduces a new scope exception for a certain type of entities
that qualified as “business” as defined in FIN 46R, revises the method
of calculating expected losses and residual returns for determination
of a primary beneficiary and includes new guidance for assessing vari-
able interests. The Company adopted FIN 46 for VIEs created after
January 31, 2003 for the year ended March 31, 2004. The Company
adopted FIN 46R for all VIEs for the year ended March 31, 2005. The
Company did not see the adoption of FIN 46R to have a material ef-
fect on the Company'’s financial position or results of operations. See
note 3 for further information.

In July 2003, the Accounting Standards Executive Committee
("AcSEC") of the American Institute of Certified Public Accountants
("AICPA") issued StatenLent of Position 03-1, “Accounting and Re-
porting by Insurance Enterprises for Certain Nontraditional Long-Dura-
tion Contracts and for Separate Accounts” (“SOP 03-1"). AcSEC
issued this SOP to address the need for interpretive guidance in three
areas: separate account presentation and valuation; the classification
and valuation of certain long-duration contract liabilities; and the ac-
counting recognition given sales inducements (bonus interest, bonus
credits and persistency bonuses). The effect of adopting SOP 03-1 was
a charge of ¥41 million, net of tax of ¥26 million, which was reported
as a “Cumulative effect| of accounting change, net of tax” for the
year ended March 31, 2005. This charge reflected the effect of estab-
[aranteed minimum death benefit of the

!
Company's universal-life type contracts.

lishing reserves for gu
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In December 2003, the FASB revised SFAS No. 132, “Employers’
Disclosures about Pensions and Other Postretirement Benefits” to re-
quire additional disclosures related to pension plans and other
postretirement benefit plans. While retaining the existing disclosure re-
quirements for pensions and postretirement benefits, additional disclo-
sures are required related to pension plan assets, cbligations, cash
flows and net periodic benefit costs, beginning with fiscal years ending
after December 15, 2003. Additional disclosures pertaining to benefit
payments are required for fiscal years ending after June 30, 2004. The
Company has adopted the additional disclosure requirements in the fi-
nancial statements. See note 12 for further information.

in January 2003, the EITF released Issue No. 03-02, " Accounting
for the Transfer to the Japanese Government of the Substitutional
Portion of Employee Pension Fund Liabilities” (”EITF 03-02"). EITF 03-
02 addresses financial accounting and reporting for a transfer to the
Japanese government of a portion of a company's pension plan which
substitutes for the welfare pension plan administered by the japanese
government. The Company adopted EITF 03-02 on transferring the
substitutional portion of its pension plan in the fiscal year ended
March 31, 2006. See note 12 for further information.

In December 2004, the FASB issued SFAS No. 123 (revised 2004),
“Share-Based Payment” ("SFAS 123R"), which replaces SFAS No. 123,
" Accounting for Stock-Based Compensation” (“SFAS 123*) and super-
sedes APB Opinion No. 25, “Accounting for Stock Issued to Employ-
ees”. SFAS 123R requires all companies to recognize compensation
costs for share-based payments to employees based on the grant-date
fair value of the award for financial statements for reporting periods
beginning after June 15, 2005. In April 2005, the SEC deferred the re-
quired effective date for adoption to annual periods beginning after
June 15, 2005. The Company early adopted SFAS No. 123R for the
year ended March 31, 2006. The transition method was not necessary
because the Company intrcduced a stock option plan in fiscal year
2006 for the first time. The effect of adopting SFAS 123R to the con-
solidated financial statements was not material because the new plan
forms only a small part of compensation for directors and corporate
auditors of the Company. See note 13 for further information.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes
and Error Corrections” ("SFAS 154"). SFAS 154 replaces APB Opinion
No. 20, "Accounting Changes” and SFAS No. 3, "Reporting Account-
ing Changes in Interim Financial Statements.” SFAS 154 requires that
a voluntary change in accounting principle be applied retrospectively
with all prior period financial statements presented on the new ac-
counting principle, unless it is impracticable to do so. This standard is
effective for accounting changes and correction of errors made in fis-
cal years beginning after December 15, 2005. The Company does not
expect any significant accounting changes and corrections of errors at
present.
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In June 2005, the EITF released Issue No. 04-5, “Determining
Whether a General Partner, or ti%e General Partners as a Group, Con-
trols a Limited Partnership or Sim{ilar Entity When the Limited Partners
Have Certain Rights”. The Issue addresses what rights held by the lim-
ited partners preclude consolidation in circumstances in which the
sole general partner would consolidate the limited partnership in ac-
cordance with generally accepter? accounting principles absent the ex-
istence of the rights held by the limited partners. Based on that
consensus, the EITF also agreed to amend the consensus in Issue No.
96-16, "Investor's Accounting for an Investee When the Investor Has
a Majority of the Voting Interest but the Minority Shareholders Have
Certain Approval or Veto Rights!” The guidance in this Issue is effec-

t

tive after June 29, 2005 for general partners of all new limited part-
nerships formed and for existing limited partnerships for which the
partnership agreements are modiified. For general partners in all other
limited partnerships, the guidanée in this Issue is effective for the first
reporting period beginning after December 15, 2005. The effect of
the adoption of this EITF Issuejon existing partnerships that were
modified and new partnerships gntered into after June 29, 2005, was
not material to the Company’s financial condition or results of opera-
tions. For all other partnerships, the Company is currently assessing
the impact of adopting this EITF Issue.

in September 2005, the FASé issued Statement of Position 05-1,
“Accounting by Insurance Enterprises for Deferred Acquisition Costs
in Connection with Modifications or Exchanges of Insurance Con-

|

tracts.” SOP 05-1 provides guidance on accounting for deferred ac-
quisition costs on internal replac:ements of insurance and investment
contracts other than those specifically described in SFAS No. 97, "Ac-
counting and Reporting by Insurance Enterprises for Certain Long-Du-
ration Contracts and for Realized Gains and Losses from the Sale of
Investments.” The SOP defines an internal replacement as a modifica-
tion in product benefits, features, rights, or coverage that occurs by
the exchange of a contract for a new contract, or by amendment, en-
dorsement, or rider to a contract, or by the election of a feature or
overage within a contract. The im[plementation guidance is effective in
the first fiscal year that begins after December 15, 2006. The Com-
pany is currently assessing the im’pact of implementing this guidance.
In February 2006, the FASB is;sued SFAS No. 155, Accounting for
Certain Hybrid Instruments ("SFAS 155”), which permits, but does not
require, fair value accounting for any hybrid financial instrument that
contains an embedded derivative that would otherwise require bifur-
cation in accordance with SFAS No. 133, Accounting for Derivative In-
struments and Hedging Activities (“SFAS 133"). The statement also
subjects beneficial interests issued by securitization vehicles to the re-
quirements of SFAS 133. SFAS 155 is effective as of the beginning of
first fiscal year that begins after ;September 15, 2006. The Company
does not expect that adoption of SFAS 155 has a material impact on

its consolidated financial statements.
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in November 2005, the FASB issued FASB Staff Position ("FSP") FAS
115-1 and FAS 124-1, “The Meaning of Other-Than-Temporary Im-
pairment and its Application to Certain Investments.” This FSP will re-
place guidance set forth in EITF 03-01 with references to existing
other-than-temporary impairment guidance and will clarify that an in-
vestor should recognize an impairment loss no later than when the
impairment is deemed other than temporary, even if a decision to sell
has not been made. The FSP carries forward the requirements in Issue
No. 03-01 regarding required disclosures in the financial statements
and requires additional disclosure related to factors considered in
reaching the conclusion that the impairment is other-than-temporary.
This new guidance for determining whether impairment is other-than-
temporary is effective for reporting periods beginning after December
15, 2005. Adoption of this standard is not expected to have a mate-
rial impact on its financial position or results of operations.

In March 2006, the FASB issued SFAS No. 156, Accounting for Ser-
vicing of Financial Assets ("SFAS 156"), which amends SFAS No. 140,
Accounting for Transfers and Servicing of Financial Assets and Extin-
guishments of Liabilities (“SFAS 140"), with respect to the accounting
for separately recognized servicing assets and servicing liabilities. SFAS
156 is effective as of the beginning of first fiscal year that begins after
September 15, 2006. The Company does not expect that adoption of
SFAS 156 has a material impact on its consolidated financial state-
ments.

In June 2006, the FASB issued Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes—an interpretation of SFAS No. 109"
("FIN 48"). FIN 48 clarifies the accounting for uncertainty in income
taxes recognized in an enterprise’s financial statements in accordance
with SFAS No. 109, "Accounting for Income Taxes”. FIN 48 prescribes
a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or ex-
pected to be taken in a tax return. FIN 48 is also provides guidance on
derecognition, classification, interest and penalties, accounting in in-
terim periods, disclosure, and transition. FIN 48 is effective for fiscal
years beginning after December 15, 2006. The Company is currently
assessing the impact of adopting this interpretation.

2. BUSINESS COMBINATION

On February 2, 2004, the Company acquired Skandia Life Insurance
Co. {Japan) Limited (“Skandia Japan"”) based in Tokyo, lapan, for a
cost of ¥20,339 million which was paid in cash. Skandia Japan was
renamed Tokio Marine & Nichido Financial Life Insurance Co., Ltd.
("Financial Life”) on April 2, 2004. Financial Life’s main product is
variable annuity.

Goodwill of ¥9,834 million and PVFP of ¥14,744 million were rec-
ognized on the balance sheet as of March 31, 2004. See note 7 for
further information.
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On October 1, 2004} the Company merged two of its wholly-
owned non-life subsidia‘ries: Tokic Marine and Fire Insurance Com-
pany, Limited (" Tokio Marine”) and Nichido Fire and Marine Insurance
Company, Limited (”Nicihido Fire"). The merged subsidiary was re-
named as Tokio Marine & Nichido Fire Insurance Co., Ltd. ("Tokio Ma-
rine & Nichido”). The me!rger did not affect the consolidated financial
statements. |

The Company acquired approximately 31% of the issued shares of
Nisshin Fire and Marine !nsurance Company, Limited ("Nisshin Fire")
for ¥19,575 million by February 2005, Nisshin Fire mainly provides
non-life insurance products in Japan. The Company accounted for the
acquisition of Nisshin Fi}e by the equity method for the year ended
March 31, 2005, The estfimated fair value of net assets acquired was
¥34,032 million. Unalloce:lted negative goodwill arising from the trans-
action amounting to ¥14,458 million was recognized as extraordinary
gain in the results of op[erations of the Company for the year ended
March 31, 2005. See note 20 for further information.

On July 7, 2005, the C:ompany acquired the Brazilian Business Unit
of ABN AMRO Bank N.V.|by purchasing all of the equity shares of Real
Seguros S.A. (“Real Seg:.lros") and 50% of the total equity of Real
Vida e Previdencia S.A. (["Real Vida”} for a total cost of ¥46,635 mil-
lion ($398,590 thousand) . Real Seguros mainly provides non-life in-
surance products and Real Vida mainly provides life insurance and
annuity pension both in Brazil market expected to be with future high
growth.

The purchase price allocated between Real Seguros, a wholly
owned subsidiary, and R%al Vida, an affiliated company accounted for

by an equity method, as follows:

(Yen in millions) (Dollars in thousands)
Purchase price ....ccoovcerieeeinbnin ¥46,635 $398,550
Fair value of net assets of Real E
Seguros (excluding intangibles)...... 14,384 122,940
Intangible assets
(Contractual distribution channel). 13,263 113,359
Net of deferred tax
CONSEQUENCES ...voveeervneaees e (4,510} (38,547)
Adjustment of equity method to
Real Vida .....coovvvvvireeiiin [ 16,573 141,650
GOOGWIl v o ¥ 6,925 $ 59,188

Goodwill of ¥6,925 m‘illion (359,188 thqusand) and intangible as-
sets of ¥13,263 million ($113,359 thousand) were recognized at the
time of purchase. The goodwill is deductible for tax purpose to the ex-
tent recorded in the localifinandal statements in Brazil. The intangible

assets were derived from contractual distribution channel of banks.
See note 7 for further information.
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3. INVESTMENTS

The following summarizes the Company'’s investments in fixed maturi-
ties held to maturity at March 31, 2006 and 2005:

(Yen in millions)

Gross Grass
Amortized unrealized  unrealized Fair
cost gains losses value
2006:
Bonds and notes:
Other government and
government agencies
and authorities ............ ¥1,216,061 ¥15,053 ¥{45,320) ¥1,186,754
Total fixed maturities
held to maturity ...... ¥1,216,061 _ ¥16,053 ¥{45320) ¥1,186,794
2005:
Bonds and notes:
Other government and
government agencies
and authorities ... ¥1,109,715  ¥24,506 ¥(43,734) ¥1,090,487
Total fixed maturities
held to maturity ...... ¥1,109,715 _ ¥24 506 ¥(43,734) ¥1,090.487
(Doltars in thousands)
Gross Gross
Amortized unrealized  unrealized Fair
cost gains losses value

2006:
Bonds and notes:
Other government and
government agencies

and authorities $10,393,684 $137,205 $(387,351) $10,143,538

Total fixed maturities

held to maturity §10,393,684__$137,205 ${387.351) $10,143,538
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The following summarizes thq Company's investments in fixed ma-

turities available for sale at March 31, 2006 and 2005:

(Yen in miltions)

Grass Gross
Amortized unreslized  unrealized Fair
cast gains losses value
2006:
Bonds and notes:
U.S. government and
government agencies
and authorities ............ ¥ 386,484 ¥13,690 ¥ (1,600) ¥ 398,574
U.S. states, municipalities
and political subdivisions 1.207 17 {21) 1,203
Other government and
government agencies
and authorities ............ 2,80§,839 17.350 (29.884) 2,791,305
Other municipalities and }
political subdivisions ... 175,032 1,296 {3.578) 172,750
Public utilities .... 134,650 1.239 {1,307 134,582
Convertibles and bonds [
with warrants attached 1,870 25 — 1,895
Mortgage-backed
SECUMTIES .vvvviieriririnens 64‘.162 1,006 (95) 65.073
Other corporate bonds . 611,403 7,548 {4,536) 614,415
Total fixed maturities
available for sale ..... ¥4.178,647 ¥42,17%_ ¥{41,021) ¥%4,179,797
2005:
Bonds and notes:
U.S. government and
government agencies
and authorities ............ ¥ 322,554 ¥ 4533 ¥(11,033) ¥ 316,054
U.S. states, municipalities
and political subdivisions 207 5 — 212
Other government and
government agencies
and authorities ............ 2,877,858 36,917 (27,074) 2,887,701
Other municipalities and
political subdivisions .... 117,977 3,650 {36) 121,591
Public utilities ............... 73,711 1,516 (138) 75,089
Convertibles and bonds
with warrants attached 1,720 122 (1) 1,841
Mortgage-backed
SECUNHeS .vvvvvieriviarns 48,610 191 (474) 48,327
Other corporate bonds . 505,807 8,489 (2,470) 511,826
Total fixed maturities
available for sale ..... ¥3,948,444 ¥55423  ¥{41,226) ¥3,962641
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(Dollars in thousands)

Gross Gross
Amortized unrealized  unrealized Fair
cost gains losses value
2006
Bonds and notes:

U.S. government and

government agencies

and authorities ............ $ 3,303,282 $117,008 S (13,675) $ 3,406,615
U.S. states, municipaliies

and political subdivisions .. 10,316 145 {179) 10,282
Other government and

government agencies

and authorities ............ 23,964,436 148,291  {255,419) 23,857,308
Other municipalities and

political subdivisions .... 1,496,000 11,077 (30,581) 1.476,496
Public utilities ............... 1,150,855 10,590 (11,171) 1,150,274
Convertibles and bonds

with warrants attached .. 15,983 214 — 16,197
Mortgage-backed

SECUNtIeS oo, 548,383 8,588 {812) 556,179
Other corporate bonds ... 5,225,667 64,513 (38,770) 5,251,410

Total fixed maturities
available for sale .....

$35,714,932 $360,436 $(350,607) $35,724,761

The amortized cost and fair value of fixed maturities by contractual
maturity at March 31, 2006 are as follows. Actual maturities may dif-

fer from contractual mat

urities because borrowers may have the right

to call or prepay obligations with or without call or prepayment penal-

ties.

(Yen in millions) (Dotlars in thousands)

Amoartized Fair Amortized Fair
cost value cost value
Fixed maturities held to
maturity:
Due in one year or less....... ¥ 10,483 ¥ 10,505 % 89,598 % 89,786
Due after one year
through five years .......... 15,410 15,817 131,709 135,188
Due after five years
through ten years ............ 105,489 102,760 901,444 878,291
Due after ten years .......... 1,084,699 1,057,712 9,270,933 9,040,273

¥1,216,061%1,186,794 $10,393,684 $10,143,538

{¥en in millions) (Daltars in thousands)

Fair
value

Amortized
cost

Fair
value

Amortized
cost

Fixed maturities available
for sale:
Due in one year or less

Due after one year
through five years
Due after five years

through ten years

Due after ten years .
With no contractual
maturity

¥1,119,154 ¥1,121,103 § 9,565,419 § 9,582,077

1,201,262 1,208,383 10,267,197 10,328,060

767,836 760,323 6,562,701 6,498,487
1,088,512 1,087.833 9,303,521 9,298,573
1,883 2,055 16,084 17,564

¥4,178,647 ¥4,179,797 $35,714,932 535,724,761
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Proceeds from sales ¢
their scheduled maturity
those sales for the years
as follows:

f fixed maturities available for sale prior to
dates and gross gains and losses realized on
ended March 31, 2006, 2005 and 2004 are

(Yen in millions) (Dollars in thousands)

2006 2005 2004 2006
Fixed maturities available
for sale:
Proceeds from sales...  ¥654,344 ¥1,640,958 ¥870,571 $5,592,684
{Yen in millions) {Dollars in thousands)
2006 2005 2004 2006
Fixed maturities available
for sale:
Gross realized gains ... ¥6,341 ¥13,481 ¥14,465 $54,197
Gross realized losses .. {5,974) (9,213)  {(14,966) (51,060)
Net realized gains
[{[o131-1 BT ¥ 387 ¥ 4,268 ¥ (501) $ 3,137

With respect to equity securities available for sale, proceeds from
sales and gross gains and losses realized on those sales for the years
ended March 31, 2006, 2005 and 2004 are as follows:

(Yen in millions) (Dollars in thousands)

2006 2005 2004 2006
Equity Securities available
for sale:
Proceeds from sales... ¥g85,327 ¥205,191 ¥228,913 $2,438,692
‘ (Yen in millions) {Dollars in thousands)
2006 2005 2004 2006
Equity Securities available
for sale:
Gross realized gains... ¥92,893 ¥74,830 ¥35,438 $793,957
Gross realized losses .. {2,337) (788) (2,809) {13,974)
Net realized gains ...... 31190.556 ¥74,042 ¥32,629 $773,983

Gross unrealized gains and losses of equity securities available for
sale at March 31, 2006 and 2005 are as follows:

(Yen in millions)
2006 2005

{Dollars in thousands)
2006

Equity Securities available for s
Gross unrealized gains ¥3,258,857 ¥1,858,707
(8,275) (8,964)

¥3,250,582  ¥1.848,743

$27,853.479
(70,726}
$27,782,753

Gross unrealized losses ...

Net unrealized gains

In the normal course of business, the Company lends or
collateralizes its investment securities to counterparties.
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The carrying value of investment securities lent to counterparties
through securities lending transactions, where they have the right to
selt or repledge the securities are as follows:

{Yen in millions) (Dollars in thousands)

2006 2005 2006
Fixed mMaturities ......ccoeeivoineien ¥602,423  ¥458,.316 $5,148,915
Equities securities ... £8,546 6,166 585,863
¥670,969  ¥465,482 $5,734,778

At March 31, 2006 and 2005, the carrying values of fixed maturi-
ties available for sale pledged as collateral are as follows:

{Yen in millions) (Dollars in thousands)

2006 2005 2006
Collateral primarily to reinsurance
COMPANIES orereereiriemririninneierones ¥ 62,593 ¥ 56,913 $ 534,983
Collateral for the Bank of Japan's
instant gross settlement system ... 191,131 189,190 1,633,598
Deposited primarily with the
United States and other foreign
governments authorities ............... 113,079 98,732 966,487
Collateral with the right to selt or
repledge for credit support annex
for derivative transactions.............. 21,912 14,199 187,282
Collateral for letters of credit ......... 1,130 1,174 3,658
Collateral for Life Insurance
Policyholders Protection
Corporation of Japan ................. 2,416 2,106 20,650

At March 31, 2006 and 2005, the carrying values of equity securi-
ties available for sale pledged as collateral are as follows:

(Yen in millions) {Dollars in thousands)

2006 2005 2006
Deposited with securities brokers
as collateral for futures
transactions ¥122,607 ¥75,336 $1,047,923
Deposited with the United States
government authorities .............. 5,824 5,824 49,778
invested in MBO scheme and
pledged as collateral for its loan ... 616 694 5,265
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The Company accepts investing securities that can be sold or
pledged, mainly through securities financing transactions. The fair
value of this collateral was|approximately ¥121,279 million
(31,036,573 thousand) and ¥85,112 million at March 31, 2006 and
2005, respectively, of which no !securities had been either sold or re-
pledged for the years ended Marlch 31, 2006 and 2005.

The Company is involved with’ various types of variable interest en-
tities in the ordinary course of business as discussed below. The
Company's risk exposure to such variable interest entities is limited to
the amount of its investments. ‘

The Company invests in entitiesl that invest in real estate properties or
start-up businesses. These entitigs generally take a form of a limited
partnership, and the Company act;s as one of the limited partners. In ad-
dition, the Company, in the ordinary course of reinsurance business, in-
vests in catastrophe bonds, which are issued by special purpese entities
that are deemed as variable interest entities. These bonds are generally
accounted for as securities availgble for sale in accordance with SFAS
115, "Accounting for Certain lmt/estments in Debt and Equity Securi-
ties”. Further, the Company securitizes corporate loans and government
bonds that it owns through securitization vehicles. The securitization
qualified for sales transaction treatment and derecognized. The Com-
pany is not a primary beneficiary and undenwrites the beneficial interests
in those vehicles to its customers.l The Company also enters into swap
transactions with those securitizati<[:m vehicles.

The Company adopted the prévisions of FIN 46R for all variable in-
terest entities that the Company;became involved with after January
31, 2003. For the variable interest entities that the Company became
involved with before February 1, 2003, the Company adopted the
provisions of FIN 46R on April 1,12004. In connection with this adop-
tion, the Company recognized ﬁninority interests of ¥6,037 million
(351,598 thousand) and ¥5,186 million in the balance sheet as of
March 31, 2006 and 2005 respectively with respect to the variable in-
terest entities for which the Company is the primary beneficiary.

The real estate investment partnerships for which the Company is
the primary beneficiary borrow non-recourse loans from financial in-
stitutions. Assets of these entit{ies amounting to ¥65,996 million
($564,068 thousand) and ¥63,528 million at March 31, 2006 and
2005, respectively, are pledged as collateral for those non-recourse
loans. The lenders of non-recourse loans have no recourse to other as-

sets of the Company.

With respect to other real estate investment partnerships, invest-

ment partnerships that invest in start-up businesses, the issuer of the
catastrophe bonds and the securitization vehicles, the Company owns
significant variable interests in thgse entities although it is not consid-
ered to be the primary beneficiary. The Company'’s risk exposure to

these entities was limited to the carrying amounts of its interests. The
Company’s maximum exposure|to these variable interest entities
amounted to ¥65,814 million ($5$32,51 3 thousand) and ¥53,266 mil-
lion at March 31, 2006 and 2005 respectively.
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Mortgage loans on real estate are primarily mortgage loans on
commerdial buildings.

Accumulated depreciation of investment real estate amounted to
¥80,457 million ($773,137 thousand) and ¥80,117 million at March
31, 2006 and 2005, respectively.

Depreciation of investment real estate included in net investment
income amounted to ¥4,877 million (341,684 thousand), ¥5,202 mil-
lion and ¥3,880 million for the years ended March 31, 2006, 2005
and 2004, respectively.

Other long-term investments include:

{Yen in milligns) (Dollars in thousands)

2006 2005 2006

Mortgage loans on vessels and
facilities .....ccovoviree i ¥ 9778 ¥ 10979 $ 83,573
Collateral and bank-guaranteed
loans 13,598 11,250 116,222
Unsecured loans 366,202 359,696 3,129,932
Money trust 40,259 27,262 344,084

I T SN ¥425,837 ¥405,187 $3,673.821

Mortgage loans on vessels and facilities are generally joint loans in
which other financial institutions participate. The Company partici-
pates in the hull insurance on these vessels.

Collateral loans are made to commercial enterprises and are se-
cured principally by listed stocks and/or bonds of Japanese corpora-
tions. Certain of these loans are made jointly with other insurance
companies.

Bank-guaranteed loans are made to commercial enterprises.

Unsecured loans within authorized limits are made on a selective
basis to corporate borrowers. These loans are generally term loans,
which had contractual maturities ranging from 2006 through 2027 at
March 31, 2006. Interest rates of these loans varied from 0.06% to
7.00% at March 31, 2006, and from 0.03% to 7.00% at March 31,
2005.

Money trust is a type of portfolio investment in which trust banks
are entrusted with investments in securities or other finandial instru-
ments.

Short-term investments consist primarily of call loans, commercial
paper and other investments maturing within one year. Short-term in-
vestments amounting to ¥2,753 million {$23,530 thousand) at March
31, 2006 and ¥524 million at March 31, 2005 were deposited with
the United States government authorities and other foreign govern-
ment authorities as required by law.

Details of net investment income were as follows:

(Yen in miflions) {Dollars in thousands)

2006 2005 2004 2006

Fixed maturities ............. ¥ 84,478 ¥ 73,677 ¥ 73,683 $ 722,034
Equity securities ............ 67,044 47,216 36,692 573,026
Mortgage loans on real
estate e 1,574 2414 3,286 13,453
Investment real estate .... 15,135 16,592 12,501 129,359
Policy l0ans ......occoeenenn 1,564 1,396 1,280 13,368
Other long-term
irvestments ........c.oe.ee.. 5,491 6,585 9,339 46,932
Short-term investments .. 7,404 4,415 1,536 63,282
Other e, 6,936 1,423 1,850 59,281

Gross investment

INCOME ...eviviciicnens 189,626 153,718 140,167 1,620,735
Less investment expenses ’ 25,193 20,521 13,984 215,325

Net investment income ¥364.433 ¥133,197 _¥126,173 $1,405,410

{

|

At March 31, 2006 and 2005, accrued investment income, in-
cluded in other assets, ar!nounted to ¥21,580 million ($184,444 thou-
sand) and ¥18,847 million, respectively.

Net realized and change in unrealized gains or losses on fixed ma-
turities, equity securities'and other investments for the years ended
March 31, 2006, 2005 and 2004 were as follows:

(Yen in millions)

Fixed Equity Other Net gains
maturities securities  investments (losses)
2006:
Realized .......coooovvvineiiins ¥ (9,983) ¥ 180,751 ¥ 4,423 ¥ 175,197
Change in unrealized ........ (13,047) 1,400,839 2,980 1,390,772
Total ... L[ ¥ (23,030) ¥1,581,590 ¥ 7,409 ¥1,565969
2005: l
Realized ..o ¥ 3432 ¥ 64,672 ¥18646 ¥ 85,750
Change in unrealized ........ 2,397 84,826 213 87,436
Total oo ¥ 5829 ¥ 149498 ¥18853 ¥ 174,186
2004:
¥ (B399) ¥ 4,645 ¥ (101) ¥ (3.855)
(184,264) 1,073,508 412 889,656
¥(192,663) ¥1,078,153 ¥ 311 ___¥ 885,801
(Dallars in thousands)
Fixed Equity Other Net gains
maturities securities  investments {loszes)
2006:
Realized ... $ {85,325) § 1,544,880 $37,855 $ 1,497,410
Change in unrealized ........ {111,513) 11,972,983 25470 11,886,940

Total oo ${196.838) $13,517,863 §63,325 $13,384,350
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The following table shows gross unrealized losses and fair value of  paired, aggregated by investment category and length of time that in-
investments-other than investments in affiliated companies with unre-  dividual securities have been in a continuous unrealized loss position,
alized losses that are not deemed to be other-than-temporary im-  at March 31, 2006 and 2005:

(Yen in millions)

Less than 12 months More than 12 months Tatal
Unrealized Unrealized Unrealized
Fair value losses Fair value losses! Fair value losses
2006:
Securities held to maturity:
Fixed maturities:
Other government and government agencies and
AULROMLES ..o e e e e ¥ 282,745 ¥ (5,684) ¥377,65% ¥{39,636) ¥ 640,404 ¥{45,320)
Total fixed maturities held to maturity ..................... 262,745 (5,684) 377,659 (39,@36) 640,404 {45,320)
Securities available for sale:
Fixed maturities;
U.S. government and government agencies and
ULROMHIES .. e 37.646 {582} 28,148 (1.018) 65,794 {1,600}
Other government and government agencies and
GUIROTITES L. it iee st e e 1,758,204 (16,818) 148,779 (13,0{66) 4,907,983 {29,884)
Oher .ot 412,744 (8,783} 76,796 (754) 484,540 (9,537)
Total fixed maturities available for sale ......c.ccoooeveiens 2,208,594 (26,183) 254,723 (14,8l38) 2,463,317 {41,021)
EQUILY SECUNITIES ..ooiiiiiciiree e e 197,872 {8,235) 3,115 (;10) 201,087 (8,275)
Total securities available for sale ... 2,406,566 {34,418} 257,838 (14,858) 2,664,404 {49,296)
¥ 2,669,311 ¥ {(40,102) ¥635,497 ¥(54.5F14) ¥3,304,808 ¥(94,616)
2005:
Securities held to maturity:
Fixed maturities:
Other government and government agencies and
AUTNOMILIES . ..oeierei it ¥ 25731 ¥ (88) ¥ 490413 ¥ (43,646) ¥ 516,144 ¥(43,734)
Total fixed maturities held to maturity ....cccooveveeeen 25,731 (88) 490,413 (43,6216) 516,144 (43,734)
Securities available for sale:
Fixed maturities:
U.S. government and government agencies and
authorities .... 172,541 (6,865) 38,184 (4,168) 210,725 (11,033)
Other government and government agencies and
autharities ... 1,081,135 (311 363,368 (26,764) 1,444,503 (27.075)
Other ... 113,647 (1,266) 73,362 (1,8%2) 187,009 (3,118)
Total fixed maturities available for sale .... 1,367,323 (8,442) 474,914 (32,7é4) 1,842,237 (41,226)
EQUILY SECURIIES .ot e 54,310 (4,924) 36,194 (4,04‘10) 90,504 (8,964)
Tota! securities available for sale ........cccoerviiiniinne 1,421,633 (13,366) 511,108 (36,8%4) 1,932,741 {50,190)
TOUA) oo e ¥1,447,364 ¥ (13,454 ¥1,001,521 ¥ (80,4"70) ¥2,448,885 ¥(93,924)
32
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(Doflars in thousands)

Less than 12 months More than 12 months Tota!
Unrealized Unrealized Unrealized
Fair value losses Fair value losses Fair value losses
2006:
Securities held to maturity:
Fixed maturities:
Other government and government agencies and
AUTROMUES .o s $ 2,245,684 $ (48,581) $3,227,854 ${338,769) $ 5,473,538 $(387,350)
Total fixed maturities held to maturity ..................... 2,245,684 (48,581} 3,227,854 (338,769) 5,473,538 {387.350)
Securities available for sale:
Fixed maturities:
U.S. government and government agencies and
BULNONES ..ooiiiir e e e 321,761 (4,974) 240,581 (8,701) 562,342 (13,675)
QOther government and government agencies and
BUENOMILIES ©.oovcie e e 15,027,385 {143,744) 1,280,162 {111,675) 16,307,547 (255,419}
3,527,726 {75.068) 656,376 {6,445) 4,184,102 {81,513}
18,876,872 (223,786) 2,177,118 {126,821) 21,053,991 (350,607)
EQUILY SBCUTITIES .o oee e e e 1,692,068 {70,384) 26,624 {342) 1,718,692 {70,726)
Total securities available farsale ...........ccoovevieeinn, 20,568,940 {294,170) 2,203,743 (127,163) 22,772,683 {421,333)
TOA) oot e $22,814,624 % {342,751) $5.431,597 ${465,932) $28,246,221 ${808,683)

Unrealized losses of fixed maturities above were mainly caused by
changes in interest rate. The Company has the positive ability and in-
tent to hold these investments until a market price recovery. Therefore
the Company doesn’t consider these securities to be other than tem-
porary impaired.

Determinations of whether a decline is other than temporary often
involve estimating the outcome of future events. Management judg-
ment is required in determining whether factors exist that indicate that
an impairment loss should be recognized at any balance sheet date.
These judgments are based on subjective as well as objective factors.

Amang the factors that management considers when determining
whether declines in the value of securities below their costs are other
than temporary is the likelihood that those declines will be reversed.

For marketable fixed maturities, management evaluates each of the
securities and considers fundamental valuation issues such as credit
deterioration of the issuer and other facts including extent and period
of time that the value of the securities is below cost.

For marketable equity securities, management evaluates each of
the securities and considers a variety of facts, including (a) whether
the value of the securities is below cost for more than 12 months, (b)
whether the value continued to be more than 20% below cost during
any six-month period and (c) whether there has been a decline in
value to below 30% of cost as measured at the end of the fiscal year.

For non-marketable equity securities and fixed maturity securities,
management considers whether sharp dectines in value over a short
period of time reflect fundamental valuation issues such as credit de-
terioration of the issuer.

After considering these and other factors, the Company writes
down individual securities to fair value when management determines
that a decline in fair value below the cost of those securities is other
than temporary.
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The Company recogni?zed impairment losses on investment securi-
ties—other than investments in affiliated companies in the amount of
¥19,371 million ($165,564’1 thousand), ¥12,226 million and ¥33,930 mil-
lion for the years ended March 31, 2006, 2005 and 2004, respectively.

Trading gains for the y:ears ended March 31, 2006 and 2005 that re-
late to trading securities still held at March 31, 2006 and 2005 amounted
10 ¥30,656 million {$774,838 thousand) and ¥873 million, respectively.

The Company recognized impairment losses on certain of its invest-
ment real estate in the amount of ¥7,200 million ($61,538 thousand),
¥3,540 million and ¥3,153 million for the years ended March 31,
2006, 2005 and 2004, relspectively. Considering the state of Japanese
real estate market, tests for impairment were performed as of March
31, 2006 for any significant assets where the Company observed pos-
sible decline in the fair value below the carrying amount of the asset.

For those assets, the Cor[npany recognized impairment losses for the

amount by which the faitr value fell below the carrying amount. The
fair value is primarily estir&*nated based on market prices or appraisals if
market prices are not available. The impairment losses are included in
realized gains (losses) onlinvestments for the years ended March 31,
2006, 2005 and 2004 in the property and casualty segment.

On April 1, 2000, the Company transferred certain of its fixed maturi-
ties available for sale to the held to maturity category. This transfer was
based on the Company's review of investment policies to match the du-
ration of securities portfolio with certain life insurance liabilities with rela-

. . | . . "
tively long duration. The related unrealized gains on these securities at

|

the time of transfer in the amount of ¥9,088 million are being amortized
from accumulated other cﬁ)mprehensive income into investment income
over the remaining terms of the securities. Unamortized amounts of
those unrealized gains were ¥6,332 million (354,120 thousand) and

¥6,799 million at March 31, 2006 and 2005, respectively.
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Securities available for sale are carried in the consolidated financial
statements at fair value. Changes in unrealized gains and losses, net
of taxes, on securities available for sale shown above are included in
other comprehensive income.

The recorded investments in impaired loans and related specific
valuation allowances, which were established for all impaired loans, at
March 31, 2006 and 2005, were as follows:

(Yen in millions) (Dollars in thousands)

Tota} Valuation Total Valuation
recorded allowances  recorded allowances
investment -specific  investment -specific
20086:
Mortgage loans on real
estatle .o ¥ 9,001 ¥3,025 S 76,932 $25,855
Unsecured loans .............. 6,028 2,438 51,607 20,838
¥15,039 ¥5,463  $128,539 $46,693_
2005:
Mortgage loans on real
(=53 C LN ¥10,476 ¥4,268
Unsecured loans ............... 6,936 2,725
¥17,412 ¥6,993

In addition, based on the Company’s past experience that it is
probable that a certain percentage of its foans not covered by specific
valuation allowances are impaired at the balance sheet date even in
the absence of specific loss information, the Company established
unallocated valuation allowances in order to incorporate loss contin-
gencies underlying the loan portfolio comprehensively. in determining
the amount of required allowances, the Company classifies loans into
three categories based on their current credit quality and applies his-
torical loan loss ratios for these respective categories. The outstanding
unallocated valuation allowances were ¥3,764 million ($32,171 thou-
sand) and ¥3,205 million at March 31, 2006 and 2005, respectively.

The activity in valuation allowances for the years ended March 31,
2006, 2005 and 2004 is as follows:

{Yen in millions) {Dollars in thousands)

2006 2005 2004 2006
Balance at beginning of
YEAF it ¥10,198 ¥18,732 ¥36,835 $87,162
Charges to income ......... 875 (3.737) (9,415) 7.479
Principal charge-offs........ {1.846) (5,797) (7,688) {15,778}
Balance at end of year ... ¥ 9,227 ¥10,198 ¥19,732 $ 78,863

During the years ended March 31, 2006, 2005 and 2004, the aver-
age recorded investment in impaired loans amounted to ¥16,226 mil-
lion ($138,684 thousand), ¥24,318 million and ¥48,610 million,
respectively, and interest income recognized and received in cash on
those loans amounted to ¥360 million ($3,077 thousand), ¥277 mil-
lion and ¥873 million, respectively. At March 31, 2006 and 2005, the
amount of loans that were non-income producing during the preced-
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ing twelve months amounted to|¥251 millien ($2,145 thousand) and
¥2,016 million, respectively.

The Company manages its investments to limit credit risks by diver-
sifying its portfolio among various investment types and industry sec-
tors. The Company monitors creditworthiness of counterparties to all
financial instruments by using controls that include credit approvals,
limits and other monitory procedures. Collateral often includes
pledges of assets, such as stocks and other assets and guarantees.

The Company's investments in Toyota Motor Corporation and its
affiliates amounting to ¥640,69‘[7 million (35,476,043 thousand) and
¥401,203 million at March 31, 2006 and 2005, respectively, which
exceeds 10% of the Company'’s stockholders’ equity as those respec-
tive dates.

4, REINSURANCE

in the ordinary course of business, the Company cedes risks to other
insurance companies in order to|better diversify its risks and limit po-
tential losses arising from large catastrophic loss risks, although it
does not relieve the Company of|its obligations as direct insurer of the
risks reinsured.

Reinsurance contracts involve

reinsurers sharing a proportional part
of the original premiums and losses under the underlying insurance
contracts being reinsured. The Ciompany generally arranges this type

of reinsurance in the form of a reinsurance treaty arrangement, where

. ) [ .
the Company is automatically authorized to cede any business under

a set of terms and conditions pre[viously agreed upon without obtain-

. . | . ‘
ing separate prior consent to ea’ch cession from the reinsurers. The
Company's proportional treaty reinsurance arrangements include:

e CALI Reinsurance
The Company writes compulsory automobile liability insurance
("CALI"} in the Japanese market,|which is required for registration and
periodic inspections of automobiles in Japan. Licensed non-life insur-
ance companies in Japan are required to offer CALI to customers, and
all of the premiums written for and losses arising from these policies
are required by statute to be reinsured with the CALI Reinsurance Pool,
itself a Japanese government-controlied entity in which insurers offer-
ing CALI policies participate. Thisjmandatory pooling arrangement dis-
tributes the risk of loss equitably among participating insurers.

Qur proportionate share of assumed losses is assessed by the CALI
Reinsurance Pool as they are paild by this entity. We establish loss re-
serves for losses assumed under|the program based on actual losses
reported to us by the CALI Reinsurance Pool and our estimate of in-
curred but not reported losses under the program.

The following table shows the Company’s reinsurance premiums
assumed and reinsurance premiums ceded relating to CALI reinsur-
ance for the years ended March 31, 2006, 2005 and 2004:
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(Yen in millions} (Dollars in thousands)

(Yen in milliens) (Dollars in thousands)

2006 2005 2004 2008 2006 2005 2006
Reinsurarice premiums Unearned premiums assumed |...... ¥ ¥— S
AssuMed c.ovveeeeicne ¥250,628 ¥261,545  ¥264,757 $2,142,120 Loss reserve assumed ..........L...... — —_ —_
Reinsurance premiums
ceded ..o 226,313 235,653 242,241 1,934,299

The following table shows the Company’s unearned premiums as-
sumed and loss reserve assumed relating to CALI reinsurance as of
March 31, 2006 and 2005:

(Yen in millions) {Dollars in thousands)

2006 2005 2006
Unearned premiums assumed ....... ¥265,710  ¥273,418 $2,274,025
Loss reserve assumed ...........cco.e. 292,824 268,934 2,502,769

* Farthquake Reinsurance

The Company writes earthquake insurance in the Japanese market
and reinsures a portion of these risks pursuant to the Japanese Law
Concerning Earthquake Insurance, which contemplates a partial rein-
surance arrangement for earthquake insurance policies for dwellings
and their contents.

Accordingly, when the Company writes an eligible policy, the Com-
pany generally cedes the entire risk and the associated premiums to
Japan Earthquake Reinsurance Company Limited (“JER"), a private
company owned by major Japanese non-life insurance companies. JER
then retrocedes a portion of the risk assumed to participating insurers
in a retrocession contract. Under this retrocession contract, a partici-
pating insurer, such as the Company, does not receive a retrocession
premium in cash, but rather the insurer receives a contractual right to
the funds held by JER, which represents cumulative retrocession pre-
miums plus accumulated interest. The Company treats this contractual
right to the funds held by JER as a deposit asset.

Our proportionate share of assumed losses is assessed by JER as
they are paid by JER, and the amount of assessed losses is deducted
by JER from our deposit balance held by JER. We establish loss re-
serves for losses assumed under the program based on actual losses
reported to us by JER and our estimate of incurred but not reported
losses under the program.

The following table shows the Company’s reinsurance premiums
assumed and reinsurance premiums ceded relating to JER for the
years ended March 31, 2006, 2005 and 2004:

{Yen in millions) {Dollars in thousands)

2006 2005 2004 2006
Reinsurance premiums
assumed ... ¥ 6,158 ¥ 5284 ¥ 4,930 $ 52,632
Reinsurance premiums
ceded .. 33,764 29,828 27,593 288,581

The following table shows the Company’s unearned premiums as-
sumed and loss reserve assumed relating to JER as of March 31, 2006
and 2005:
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During each of the years ended March 31, 2006 and 2005, no sig-
nificant earthquake losses were outstanding since no significant earth-
quake losses were charged to the Company through JER. Accordingly,
the Company did not have any material JER earthquake loss reserves
as of March 31, 2006 and 2005.

The Company also cedes facultative reinsurance which, unlike a
treaty reinsurance arrangement, generally requires separate prior con-
sent from each reinsurer|for each risk ceded. The Company's faculta-
tive reinsurance arrangements include proportional and excess-of-loss
reinsurance, and the Company generally cedes facultative reinsurance
if and when it determines that underwriting capacity provided by
treaty reinsurance is not sufficient to address its desired risk profile.

With respect to treat:y and facuitative reinsurance policies, the
Company generally cedes risks under prospective reinsurance con-
tracts, which are accounted for in accordance with SFAS No. 113,
“Accounting and Reporting for Reinsurance of Short-Duration and
Long-Duration Contracts” as shart-duration reinsurance contracts.
The Company records amounts paid for prospective reinsurance as
prepaid reinsurance premiums and amortizes the premiums into ex-

pense over the contract periods in proportion to the amount cof rein-

. I . .
surance protection provided. The asset captioned “reinsurance

gl " acti
recoverable on losses” represents the Company's estimate of amounts

.
recoverable from reinsurers on reported and unreported iosses and

claims and loss adjustmént expenses. In accordance with SFAS 113,

the Company estimates rieinsurance recoverable amounts in a manner
consistent with losses and claims and loss adjustment expense associ-
ated with the underlying[ insurance. In accordance with SFAS No. 60,
"Accounting and Repor‘éing by Insurance Enterprises”, the Company
recognizes its assumptiotn of mandatory retrocession of CALI policies
and retrocession from JER as premium revenue, while the Company
treats the contractual riglhts 10 the funds withheld by JER as a deposit
asset. Assumed retrocession losses are estimated and recorded on an
incurred basis in accordance with SFAS 60.

The Company is exposed to credit risk of reinsurers and
counterparties to the extent that any reinsurers failed to meet their
obligations to the Company, and therefore performs credit risk review
regularly. No material amounts of prepaid resinsurance premiums and
reinsurance recoverable on losses were considered impaired or uncol-
lectible and no material provisions were made as of March 31, 20086,
2005 and 2004.

The effect of ceded reinsurance on the consolidated statements of in-

come for the years ended|March 31, 2006, 2005 and 2004 is as follows:
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(Yen in milions)

(Dollars in thousands)

Yen in millions) (Dollars in thousands)

t

2006 2005 2004 2006 2006 2005 2004 2006
Property and casualty: Property and casualty:
Premiums written: Deferred at beginning
Direct ..o ¥2,002,522 ¥1,965,550 ¥1,978,555  $17,115,573 of year ..o, ¥317,174 | ¥328411 ¥323,865 $2,710,889
Assumed ............. 354,350 353,571 374,219 3,028,632 Adjustment in
Ceded....cocvveeennn, (382,226) (393,714) (407,528) {3,266,889) connection with
Net premiums acquisitions (note 2) . 1,905 — — 16,282
written ... ¥1,974,646 ¥1,925407 ¥1,845246  $16,877,316 Paid during year: ....... 546,172 | 524,499 543373 4,668,137
865,251 852,910 867,238 7,395,308
Premiums earned: Foreign currency
Direct ...ccoovverenne ¥1,996,515 ¥1,953,162 ¥1,952,151 $17,064,231 translation
Assumed .............. 347,565 352,067 297,597 2,970,641 adjustments ............ 589 21 (234) 5,034
Ceded ....oeocvvenvens (391,776) (409,579) (389,545) {3,348,513}) Deterred at end of
Premiums YEAM i 314,480 317,174 328,411 2,687,863
earned ........... ¥1,952.304 ¥1,895,650 ¥1,860,203 $16,686,359 Policy acquisition costs . 551,360 535,715 538,593 4,712,479
Losses, claims incurred: Life:
Direct ....overeeevenes ¥1,137,244 ¥1,281,003 ¥1,100,584  $9,720,034 Deferred at beginning
Assumed 298,161 321211 242,720 2,548,385 of year ..........coo..... 150,900 | 124,992 98,615 1,289,744
Ceded ... (242,852) (339,781) (294,786)  (2,076,513) Adjustment in
Losses, claims connection with
incurred ......... ¥1,182,453 ¥1,262,433 ¥1,048,518 $10,191,906 acquisitions (note 2) . 515 —_ — 4,402
Paid during year ........ 76,064 | 54,737 46,762 650,120
Life: 227,479 179,729 145,377 1,944,266
Premiums earned: Foreign currency
Direct ¥ 282,635 ¥ 254,397 ¥ 242472 $ 2,415,684 transtation
Assumed ... — — - - adjustments ............ 57 — — 486
Ceded .ocvieerninnene {1,359) (1,028) (919) {11.616) Deferred at end of
Premiums YA it 147,202 150,900 124,992 1,685,487
earned ........... ¥ 281276 ¥ 253,369 ¥ 241,553 $ 2,404,068
Change in shadow
Prepaid reinsurance adjustment ............... 3,295 — — 28,162
PrEMIUMS v ¥ 296,250 ¥ 302,886 ¥ 318432 § 2,532,051 Policy acquisition costs . 33,629 28,829 20,385 287,427
Reinsurance recoverable Total policy
on losses v 423,113 520733 447,101 3,616,350 acquisition costs .. _¥584,989 | ¥564,544 _ ¥558,078  $4,999,906

5. DEFERRED POLICY ACQUISITION COSTS

The following sets forth the policy acquisition costs deferred for amor-
tization against future income and the related amortization charged

to income for property and casualty and life insurance operations:
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6. PROPERTY AND EQUIPMEI\IJT

A summary of property and equipment is as follows:

(Yen in millions) (Dallars in thousands)

2006 2005 2006
Land... ¥ 82,595 ¥ 85,823 $ 705,940
Buildings ... 237,435 239,196 2,629,359
Furniture and equipment ... 62,599 60,176 535.034
Construction in progtress ... 1,185 39 10,129
Total at cost 383,814 385,234 3,280,462
Less accumulated depreciation ...... 196,001 187,701 1,675,223
Net property and equipment ... it’187,813 ¥197,533 $1,605,239

t
|

Depreciation of property and equipment included in other operat-
ing expenses amounted to ¥15/058 million ($128,701 thousand),
¥16,079 million and ¥15,236 mi;llion for the years ended March 31,
2006, 2005 and 2004, respectively.
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7. GOODWILL AND INTANGIBLE ASSETS

The changes in the carrying amount of goodwill by business lines dur-
ing the years ended March 31, 2006 and 2005 are as follows:

(Yen in millions)

Property and
casualty Life Total
2006:
Balance at beginning of
L YR ¥ 3,934 ¥ 9,934
ACQUISItION ... 5,451 1474 6,925
Foreign currency translation
adjustments ..., 360 93 458
Balance at end of year ........ ¥5 811 ¥11,506 ¥17.317
2005:
Balance at beginning and
end of year ... ¥y — ¥ 9,934 ¥ 9,934
2004:
Balance at beginning
of year ... ¥ - ¥ — ¥ —
ACQUISItION ....cooevii e, — 9,934 9,934
Balance at end of year ........ ¥ — ¥ 9,934 ¥ 9934
{Dollars in thousands)
Property and
casualty Life Total
2006:
Balance at beginning of
VAL e enaeeens $ - $84,906 $ 84,505
ACQUISHION .o 46,590 12,598 59.188
Foreign currency transiation
adjustments .........cccoeeene 3,077 838 3,915
Balance at end of year ........ 849,667 $98,342 $148,009

The Company annually tests goodwill for impairment. As a result,
no impairments were recognized for the years ended March 31, 2006
and 2005, respectively.

The balance of and changes in PVFP as of and for the years ended
March 31, 2006, 2005 and 2004, are as follows:

{Yen in millions} (Dallars in thousands)

2006 2005 2004 2006
Balance at beginning of

¥12,959 ¥14,744 ¥ — $110,761
Acquisition ... —— — 14,744 —
Amortization ... {774} (2,110) — {6,615)
Interest 345 325 — 2,948
Balance at end of year .... ¥12,530 ¥12,959 ¥14,744 $107.094
Accumulated
amortization net of
IRTErest ..o, ¥ 2,214 ¥ 1,785 ¥ — $ 18,923

The interest accrual }ates, which vary by products, range from
1.97% to 2.98% with weighted average amortization period of 32.7
years. Amortization of PVFP and interest accrued on the unamortized
PVFP are included in othe:r operating expenses.

The Company annuall}y reviews PVFP for impairment. As a result,
no impairments were recognized for the years ended March 31, 2006
and 2005, respectively.

The following table shows the estimated future amortization of the
PVFP balance during each[ of the next five years:

) (Yen in miflions) {Dollars in thousands)

¥ 964 $ 8,239
1,108 9,470
1,169 9,991
1,136 8,709
1,080 9,231
7,073 60,454

¥12,530 $107,094

|

The 65.5% of the unamortized balance of PVFP at March 31, 2006
is expected to be amortized after 10 years.
The PVFP was derived from life insurance business.

|

The balance of and changes in other intangible assets by major

class as of and for the years ended March 31, 2006, 2005 and 2004,
are as follows:
(Yen in millions) (Dollars in thousands)
2006 2005 2004 2006
Intangible assets subject i
10 amortization:
Balance at beginning
of year ... ¥ — ¥ —_ ¥ — S _—
Acguisition 13,263 — —_ 113,358
Amortization ............. (648) — — {5,538)
Interest and foreign
currency translation
adjustments ............. 816 — -— 6,974
Balance at end of
YA s 13,431 - — 114,795
Intangible asset
recorded in connection
with the additional
minimum pension
liability under SFAS !
No. 87 (See Note 12) ..... E20,951 23,156 25,362 179,068
TO) v ¥34382  ¥23.156  ¥25362 $293,863
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Amortization of amortizable intangible assets is included in other
operating expenses on straight-line basis with weighted average am-
ortization period of 9.5 years.

The following table shows the estimated future amortization of the
intangible assets subject to amortization during each of the next five
years:

{Yen in millions) (Dollars in thousands)

¥ 1,414 $ 12,085

1,414 12,085

1,414 12,085

1,414 12,085

1,414 12,085

6,361 54.370

Total intangible assets .............. ¥13.431 $114,795

The intangible assets subject to amortization were mainly derived
from non-life insurance business.

8. LIABILITY FOR UNPAID LOSSES AND CLAIMS AND LOSS
ADJUSTMENT EXPENSES

The table below is a reconciliation of beginning and ending property
and casualty insurance balances for unpaid losses and claims and loss
adjustment expenses for the years ended March 31, 2006, 2005 and
2004:

{Yen in millions) (Dollars in thousands)

2006 2005 2004 2006
Balance at beginning of
YEAT v ¥1,345,196 ¥1,221,146 ¥1,131,884  $11,497,402
Less reinsurance
recoverables ........... 351,937 342,217 342,132 3,008,009
Net balance at beginning
of year ........cceiviiiinn 993,258 878,929 789,752 8,489,393
Adjustment in connection
with acquisitions
(Note 2) o 9,602 — — 82,068
incurred related to:
Current year ... 1,247,933 1,326,178 1,116,582 10,666,094
Prior years 23,702 5,140 9,325 202,581
Total incurred ....... 1,271,635 1,331,319 1,125,907 10,868,675
Paid related to:
Current year ... 625,741 722,166 588,432 5,348,214
Prior years .. 563,432 495,793 446,825 4,815,657
Total paid 1,189,173 1,217,959 1,035,257 10,163,871
Foreign currency
translation adjustments . 5.214 970 (1,473) 44,564
Net balance at end of
YEBI (vt 1,080,537 993,259 878,929 2,320,829
Plus reinsurance
recoverables ............ 329,118 351,837 342,217 2,812,974

Balance at end of year.... ¥1.419,655 ¥1,345,196 ¥1,221,146 _ $12,133.803

38

Prior year claims and expenses incurred in the preceding table re-
sulted principally from changes
reserves for foreign policies and

n currency rates affecting the claim
changes in assumptions for reserves
established in earlier accident years based on the latest experience in
claim settlements.

The reinsurance recoverablesireferred to above are reconciled to
the balance sheet carrying amounts as follows:

{Yen in millions) (Dotlars in thousands)

2006 2005 2006
Property and casualty: t
Unpaid losses ?‘329,118 ¥351,937 $2,812,974
Paid losses ... 93,638 168,144 800,325
Life 357 652 3,051
Total reinsurance recoverable
AN OSSES o ¥423 113 ¥520,733 $3,616,350

in prior years, the Company issued insurance policies and assumed
reinsurance for cover related to environmental pollution and asbestos
exposure. The Company has recefved and continues to receive notices
of potential claims asserting environmental pollution and asbestos
losses under those insurance policies. Significant factors which affect
the trends that influence the Cé)mpany’s ability to estimate future
losses for these types of claims alre the inconsistent court resolutions
and the judicial interpretations which broaden the intent of the poli-
cies and scope of coverage. Due lto this uncertainty, it is not possible
to determine the future development of environmental pollution and
asbestos claims with the same degree of reliability as with other types
of claims. The Company believes insurance claim reserves under insur-
ance and reinsurance contracts related to environmental pollution and
asbestos claims to be adequate, and the amount is less than 5% of its

total insurance claim reserves at March 31, 2006.
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9. RESERVE FOR FUTURE POLICY BENEFITS AND LOSSES AND
POLICYHOLDERS’ CONTRACT DEPOSITS

The analysis of the future policy benefits and losses and policyholders’
contract deposits at March 31, 2006 and 2005 were as follows:

(Yen in millions) {Dollars in thousands)
2006 2005 2006
Future policy benefits and losses:
Traditional long-duration
COMIACT o, ¥1,117,705 ¥ 971,759 $ 9,553,034
Non traditional iong-duration
CONMTACt oo 7,374 5,025 63,026
Short-duration contract ............ 7,074 5,552 60,461
Total future palicy benefits
and l0$Ses ........c.cccoovevieien, ¥1,132,153 ¥ 982,336 $ 9,676,521
Policyholders’ contract deposits:
Deposit-type insurance ............. ¥2,191,366 ¥2,247,517 $18,729,624
Endowment ... $7,262 92,326 831,299
Individual annuity ... 285,977 262,177 2,444,248
Group AnnuitY ..o, 10,848 11,236 92,718
Others ..o 19,086 12,416 163,128
Total investment contracts .. 2,604,539 2,625,672 22,261,017
Variable contract ............ccccoenee 728,023 200,986 6,222,419
US Dollar dencminated
BNNUILY oo 248,389 179,341 2,122,983
Total universal-life type
contracts ..o 976,412 380,327 8,345,402
Total policyholders' contract
EPOSILS wovvevrr v ¥3,580,951__¥3,005,999 $30,606.419

Traditional long-duration contract liabilities included in future policy
benefits and losses, as presented in the table above, result from tradi-
tional life products. Nontraditional long-duration contract liabilities
represent liabilities for GMDB. See note 10 for further information of
nontraditional long-duration contract. Short-duration contract liabili-
ties primarily consist of unearned premium and benefit reserves for
group life products.

The liability for future policy benefits and losses as of March 31,
2006 has been established based on the following assumptions:

* Future investment yields, which vary by year of issuance and
products, range from 0.50% to 3.10%.

* Mortality, morbidity and surrender rates are based upon actual
experience.

Participating life business represented approximately 50% and
53% of the gross insurance in-force at March 31, 2006 and 2005, re-
spectively, and 43% and 45% of the gross premiums for the year
ended March 31, 2006 and 2005, respectively. The amount of annual
dividends to be paid is determined by the Boards of Directors of life
insurance subsidiaries. Policyholder dividends on participating insur-
ance amounted to ¥3,243 million ($27,718 thousand) and ¥3,913
million for the year ended March 31, 2006 and 2005, respectively.
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The liability for investrment contract as of March 31, 2006 has been
established based on thelfollowing assumptions:

¢ Interest rates credited on deposit-type insurance, which vary by
month of issuance and policy period, range from 0.06% to 5.50%.
Interest rates credited on' endowments and deferred annuities, which
vary by year of issuance.irange from 0.61% to 3.10%. Interest rates
on group annuity are guaranteed at 0.75%.

The liability for univer{sa\-!ife type contract as of March 31, 2006
has been established based on the following assumptions:

* Interest rates credited on US dollar denominated annuity, which
vary by month of issuance and policy period, range from 2.63% to
4.25%.

» For variable contracts, policy values are expressed in term of in-
vestment units. Each unitiis linked to an asset portfolio. The value of a
unit increases or decreases based on the value of the linked asset
portfolio. The current liability at any time is the sum of the current

unit value of all investmer’\t units.

i
10. CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS

The Company issues variable annuity, variable life and US Dollar de-
nominated annuity where the Company contractually guarantees to
policyholders a death benefit even when there is insufficient value to
cover policy charges. [

Liabilities for guaranteed minimum death benefit (“"GMDB") are in-
cluded in “Future policy benefits and losses” and changes in liabilities
for GMDB are included in|”Policy benefits and losses for life”.

For those guarantees of benefits that are payable in the event of

r . . .
death, the net amount at risk is defined as the current GMDB in ex-

cess of the current accounkt balance at the balance sheet date.
Details concerning theCompany's GMDB exposures of March 31,

2006 and 2005 are as follows:

(Yen in millions, except age)

US Dollar
Variable Variable  denominated
life annuity annuity Total
2006:
Account value ... ¥ 36,989 ¥681,903 ¥237,024 ¥955,918
Net amount at risk ................ ¥319,514 ¥ 4610 ¥ 472 ¥324,596
Average attained age ............ 42 61 60 42-61
(Yen in millions, except age)
US Dollar
Variable Variable  denominated
life annuity annuity Total
2005:
Account value ...........ccocen ¥ 25909 ¥172,204 ¥172,473 ¥370,586
Net amount at fisk ............c.. ¥334,845 ¥ 5140 ¥ 7,056 ¥347,041
Average attained age ............ 41 64 59 41-64
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(Dollars in thousands, except age)

US Dollar
Variable Variahle denominated
life annuity annuity Total

2006:

Account value
Net amount at risk
Average attained age ...........

$ 316,145 35,828,231 $2,025,846 $8.170,222
$2,730,889 5 39,402 § 4,034 $2,774,325
42 61 60 42-61

(Yen in millions)

tinued)

{Dollars in thousands)

GMAB | GMIB Total Total
Balance at beginning of !
year ¥ - ¥ — ¥ — $ —
Reserve increase .... {7,208) {3,595)  {10,803) {92,333)
Benefits paid ..........c....... — — — —
Balance at end of year ... ¥(7,208) ¥(3,595) ¥(10,803) ${92,333)

The following summarizes GMDB liabilities:

{Yen in millions) (Dollars in thousands)

2006 2005 2006
Balance at beginning of vear ......... ¥5,025 ¥3,375 542,949
RESErvVe INCrease .........coocovvvieirnns 2,728 2,057 23,316
Benefits paid ... (379) (407) {3.239)
Balance at end of year .................. ¥7,374 ¥5,025 $63.026

The GMDB liability is mostly incurred from variable annuity con-
tracts. The GMDB liability is determined each period end by estimating
the accumulated value of a percentage of the total assessments to
date less the accumulated value of the death benefits in excess of the
account balance. The percentage of assessments used is chosen such
that, at issue, the present value of expected death benefits in excess
of the projected account balance and the percentage of the present
value of total expected assessments over the lifetime of the contracts
are equal. The Company regularly evaluates the estimates used and
adjusts the GMDB liability balance, with a related charge or credit to
earnings, if actual experience or other evidence suggests that assump-
tions should be revised.

In accordance with SOP 03-1, the present value of death benefits in
excess of the projected account balance and the present value of total
expected assessments for GMDB's were determined over a reasonable
range of stochastically generated scenarios.

The Company issued variable annuity with death benefit guarantee
which also guarantee to policyhalders a return of a certain amount of
premium in maturity of contracts, regardless of actual performance of
the premiums received. Some contracts have a guaranteed minimum
accumulation benefit ("GMAB”) feature, where the Company guaran-
tees a return of at least 100% of the single premium paid. GMAB op-
tions are accounted for under SFAS No. 133. Other contracts have a
guaranteed minimum income benefit ("GMIB") feature, where the
Company guarantee annuity payouts at least 100% of the single pre-
mium paid. If policyholders take the lump-sum options instead of an-
nuities at maturity, the level of guarantee is reduced to 30%. Because
of the cash settlement option, GMIB options are also accounted for
under SFAS No. 133. Changes in the fair value of the derivatives are
recognized through “Losses (gains) on derivatives”.

The following summarizes GMAB and GMIB liabilities (assets) for
the year ended March 31, 2006.

11. INCOME TAXES

Total income taxes for the years
2004 were allocated as follows:

ended March 31, 2006, 2005 and

en in millions)

(Dollars in thousands)

2006

2005

2004 2006

income before
extraordinary items and
cumulative effect of

accounting changes ¥ 76,178

Cumulative effect of
accounting changes

Other comprehensive

income:

Unrealized
appreciation
(depreciation) of
securities during
the year
Minimum pension
liability adjustments...

500,589

12,562

¥ 28,431

(15)

31,773

638

¥ 48,385 $ 651,094

320,315 4,278,538

11,779 107,368

¥589,329

¥60.827

¥381,479 $5,037,600

Total income tax expensed (be
2006, 2005 and 2004 is made up

nefit) for the years ended March 31,

of the following components:

Yen in millions)

{Dollars in thousands)

2006 | 2005 2004 2006
Current income tax
expense:
Parent company and
domestic subsidiaries ¥68,602 | ¥46,810 ¥48,373 $586,342
Foreign subsidiaries ... 3,805 1,844 1,642 32,521
Total current
income tax
EXPENSe ..o 72,407 48,654 50,015 618,863
Deferred income tax
(benefit) expense:
Parent company
and domestic
subsidiaries .....c....... 4,599 {20,254) (466} 39,308
Foreign subsidiaries ... {828) 31 {164) .01
Total deferred
income benefit .... 3,771 (20,223) (630) 32,231
Total income
tax expense .... ¥76,178 ¥ 28431 ¥49,385 $651,094

i
|
|
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Total income tax expense shown above have been based on the
following components of income before income tax expense for the
years ended March 31, 2006, 2005 and 2004,

(Yen in millions) (Dollars in thousands)
2006 2005 2004 2006
Parent company and
domestic subsidiaries.....  ¥224,846 ¥ 99,389  ¥139,501 $1,921,761
Foreign subsidiaries ........ 5.585 7,217 12,766 47,735

Total ¥230431  ¥106,606 _ ¥152,267 51,969,496

The Company is subject to a number of taxes based on income,
which in the aggregate resulted in a normal tax rate of approximately
36% in 2006, 2005 and 2004.

The effective tax rates of the Company for the years ended March
31, 2006, 2005 and 2004 differ from the Japanese normal income tax
rates for the following reasons:

2006 2005 2004
Japanese normal income tax rate.. 36.0% 36.0% 36.0%
Tax credit for dividends received ... (5.4) (9.5) (3.8)
Expenses not deductible for tax
pUrposes ... 0.8 1.9 1.5
1.7 (1.7 (1.3)
Effective tax rate .......ccoocoennne 33.1% 26.7% 324%

The tax effects of temporary differences that give rise to significant
portions of the deferred tax assets and deferred tax liabilities at March
31, 2006 and 2005 are presented below:

{Yen in millions) (Dollars in thousands)
2006 2005 2006
Deferred tax assets:

Net unpaid and unreported

JOSSES ..o ¥ 143,488 ¥ 126,065 $ 1,226,393
Future policy benefits and

JOSSES . vevevenierearenstiererrrniee e 4,141 9,387 35,393
Retirement and severance

BENETILS oo 49,714 53,437 424,906
Minimum pension liability

adjustments ... 25,729 38,291 219,806
Valuation alfowance for credit

JOSSES oo 5,020 4,943 42,806
Property, equipment and other

ASSETS ot 40,058 40,018 342,376
Derivatives ..o 34,590 31,087 295,641
Operating loss carryforwards

for tax purposes 9,602 4,636 82,077
Palicyholders’ contract

deposits 12.216 13,366 104,410
Other ... . 25,735 16,639 219,958
Valuation allowance — (527) —

Total deferred tax assets...... 350,284 337,342 2,893,965
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Deferred tax liabilities:

Net unearned premiums......... {116,948) (82,114} {999,538)
Deferred policy acquisition
COSES i e (180,655) (168,056) (1.544,060)

Fair value adjustments to
securities recognized in

INCOME .ovivvecevrer e b {50,924} (58,503) {435,248)
Derivatives .., {47,169) (58,166} {403,154)
. (19,282} (14,631) {164,803)
Total deferred tax \iabi\it"wes . {414,975) (381,470) {3,546,803)
Net deferred tax liabilities
before deferred taxes o!n
unrealized appreciation[of
SECUMES ..vvvvvevers v L. (64,682)  (44,128) (552,837)
Deferred taxes on unrealize[d
appreciation of securities ..l...... (1,173,714)  (673,125) (10,031,744)
Net deferred tax liabilities ... {1,238,396) (717,253) {10,584,581)
Deferred tax assets not to b‘e
offset, included in other
3SSeLS it b 1.801 1,688 15.393
Gross deferred tax liabilities|...... (1,240,197)  (718,941) {10,599,974)
Income taxes currently payablel...... (34,825) (14,388) {297,650)
Income tax liability ......L..... ¥(1,275,022) ¥(733,329)  $(10,897,624)

The valuation allowance at March 31, 2005 was recorded related
to tax benefits associated with operating loss carryforwards for tax
purposes of Financial Lifla. The amount decreased to zero at March
31, 2006 reflecting the e:xpiration of operating loss carryforwards for
tax purposes of previous fiscal years.

Management believes Fhat it is more likely than not that the Com-
pany will realize the benefit of deferred tax assets. While there are no
assurances that this benefit will be realized, the Company expects suf-
ficient taxable income in the future, based on its historical record and
expected future results to realize the benefit of the deferred tax as-
sets.

Operating loss carry‘fo!rwards for tax purposes at March 31, 2006

are scheduled to expire under tax laws as follows. The Company ex-

pects to use all the amour[ns befare they expire.

(Yen in miltions) (Dollars in thousands)
2007 ..o b - s -
[ 3,320 28.376
2010 ; ..... 3.281 28,043
! 2,139 18,282
3,017 25,786
2013 o s [ ..... 12,499 106,829
Eternal ..o [ ..... 2,839 24,265
Total o ¥27,0985 $231,581
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The Company has undistributed retained earnings of foreign sub-
sidiaries amounting to ¥26,926 million ($230,137 thousand) and
¥16,907 million at March 31, 2006 and 2005, respectively. The com-
pany does not provide tax liabilities for these earnings because it is
not apparent that these earnings will be repatriated in the foreseeable
future. Determining the tax liability that would arise if these earnings
were remitted is not practicable.

12. RETIREMENT AND SEVERANCE BENEFITS

Employees of the Company are covered by the defined retirement and
severance benefit plans. Primary plans are described below.

The Company has a funded pension plan covering substantially all
employees who meet age and service requirements. The plan covers a
portion of the welfare pension plan administered by the Japanese gov-
ernment. Effective October 1, 2004, the Company amended the plan
to introduce a “point” based funded pension plan. Under the new
plan, the pension payments are based on accumulated “points” vested
each year by the employees’ rank and certain other factors. As a result
of the plan amendment, the projected benefit obligation decreased by
¥22,547 million at October 1, 2004 and resulted in an unrecognized
prior service cost, which is recognized in future service periods.

In accordance with SFAS No. 87, "Employers’ Accounting for Pen-
sions,” the net periodic benefit cost of the funded pension plan is cal-
culated using the projected unit credit actuarial cost method.

The Company also has an unfunded lump-sum payment retirement
plan covering substantially all employees. Under the plan, employees
are entitled to lump-sum payments based on points, which are accu-
mulated each year by the employees’ rank, length of service and cer-
tain other factors, upon retirement or termination of employment for
reasons other than dismissal for cause. Directors and corporate audi-
tors are covered by a separate plan. It is not the policy of manage-
ment to fund the retirement and severance benefits described above.

In accordance with EITF 88-1 “Determination of Vested Benefit Ob-
ligation for a Defined Benefit Pension Plan”, for its unfunded plans,

the Company records the actuarial present value of the vested ben- .

efits to which the employee is entitled if the employee separates im-
mediately as projected benefit obligation.

Transfer to the government of the substitutional portion of the
pensfon plan

The Japanese government issued a new law concerning defined benefit
plans in June 2001. This law allows a company, at its own discretion, to
transfer to the government a portion of its pension plan which substi-
tutes for the welfare pension plan administered by the government. In
order to transfer the substitutional portion, a company must first make
an application to the government for an exemption from the obligation
to pay benefits for future employee service. After obtaining the first ap-
proval, a company must make a final application for separation of the

benefit obligation related to past employee services. After obtaining the
final approval, a company will transfer the benefit obligation related to
past employee services as well as the related government-specified por-
tion of its plan assets. A compar{y accounts for the entire separation
process upon completion of the transfer of the benefit obligation and
related plan assets in a single settlement transaction, in accordance
with the provisions of EITF 03-02‘, " Accounting for the Transfer to the
Japanese Government of the Substitutional Portion of Employee Pen-
sion Fund Liabilities”. Under this approach, the difference between the
benefit obligation settled and the|related plan assets transferred to the
government, determined pursuant to the government formula, is ac-
counted for separately as a government subsidy. Derecognition of pre-
viously accrued salary progression and settlement losses for the
proportionate amount of the net unrecognized losses attributable to
the substitutional portion at the|time of separation is accounted for
separately from the government subsidy.

Tokio Marine, a wholly owned subsidiary of the Company, obtained
the first approval from the government in June 2004, and obtained the
final approval in October 2005. Based on the final approval, the Com-
pany transferred the benefit ob!igﬁtion and the related plan assets to the
government in March 2006, and accounted for it as a single settlement
transaction. As a result, the Company recognized gains on the differ-
ence between the substitutional p'ortion of accumulated benefit obliga-
tion settled and the related plan assets transferred to the government,
which is a government subsidy. Th!e Company also recognized gains on
derecognition of previously accruled salary progression and settlement
losses for the proportionate amm{mt of the net unrecognized attribut-
able to the substitutional portion at the time of separation.

(Yen in mitlions) (Dotlars in thousands)
2006 2006

Gains on the difference between
the substitutional portion of
accumulated benefit obligation
settled and the related plan assets
transferred to the government ..... ¥ 42,650 $364,530
Gains on derecognition of
previously accrued salary
Progression .......eieieiiniorenns 8,815 75,342
Settlement 10565 ....ovvivveiriericienens {28,846) (246,547)

$ 193,325

| ¥22619

In the consolidated income staitement. the difference between the
substitutional portion of accumu!ated benefit obligation settled and
the related plan assets transferred to the government is included in
other income. The settlement los}ses and the gains on derecognition
of previously accrued salary progression amounting to net losses of
¥20,031 million ($171,205 thou‘sand) are regarded as net pericdic
benefit cost and allocated to policy acquisition costs, loss adjustment
expenses, other operating expénses and net investment income

amounting to ¥12,916 million ({110,393 thousand), ¥4,836 million
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(341,333 thousand), ¥1,965 million ($16,795 thousand) and ¥314
million ($2,684 thousand), respectively.

Reconciliations of beginning and ending balances of the benefit
obligations and the fair value of the plan assets for all defined retire-
ment and severance benefit plans are shown in the following table.
The Company uses a March 31 measurement date of its plans.

(Yen in millions)

The accumulated benefit obligation for all the defined retirement
and severance benefit plans was ¥428,838 million ($3,665,282 thou-
sand) at March 31, 2006, and ¥500,328 million at March 31, 2005. In
all the plans, projected i)enefit obligation and accumulated benefit
cbligation exceeded its plan assets.

Weighted-average actuarial assumptions used to determine benefit

|
obligaticn at March 31, 2006 and 2005 are as follows:
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{ 2006
[

(Dollars in thousands) 2005
2006 2005 2006 Discount rate 2.0% 2.0%
Change in benefit abligation: Rate of salary increase ... 0.0% 0.4%
Benefit obligation at beginning i
¥ 503,549 ¥518,258 £ 4,303,838 . .
: ) L In respect of the discount rate, the Company discounts the pro-
Adjustment in connection with ) ) ! i .
it _ jected benefit cash flows|under the defined retirement and severance
acquisitions 1,210 10,342 ;
Service Cost ... 16,062 15,349 144,974 benefit plans based on tthe yield curve of the Japanese government
Interest cost 9,504 9,918 84,650 bonds, and an equivalent single discount rate is derived resulting in
Plan participants' contributions .. 1.562 1,723 13,350 the same liability. This single discount rate is rounded to the nearest
A - ,820 — . .
mfendmem e (22.820) 25 basis points, namely 2!0 percent, and applied to all the plans.
Projected benefit obligation Lo )
settled due to the separation The components of net periodic benefit cost for the years ended
of substitutional portion ... (91,090) _ (778,547) March 31, 2006, 2005 and 2004 are as follows:
Actuilﬂal g.?m 11.487 3,957 98,179 ! (Yen in millions) (Dollars in thousands)
Bene ?ts paid ..o {23,404) (22,836) (200,034} 3006 5005 2004 2006
Benefit obligation at end of Components of net
YRAP oot ieieris et ¥430,180 ¥ 503,549 $ 3,676,752 periadic benefit cast:
Change in plan assets: Service cost ... 16,962 ¥15,349 ¥23,964 $144,974
Fair value of plan assets Interest cost 9,904 9,918 7,829 84,650
at beginning of year ........... ¥217,719 ¥ 199,333 $ 1,860,846 Expected return
Adjustment in connection with on plan assets .......... (5,006) (3,956) (3,250) {42,786)
BCQUISIIONS ©.cvvvvveeererraeae. 581 — 4,966 Armortization of prior
Actual return on plan assets ... 21,164 6761 180,889 service Cost............ (1,205) (522 1,031 {10,299)
Employer contributions ............. 7,628 15,911 65,196 Recognized actuarial
Plan participants’ contributions .. 1,562 1,723 13,350 1055 o 8,482 8,878 11,663 72,495
Plan assets transferred to the Gains on
government due to the derecognition of
separation of substitutional previously accrued
POFHION ...voeeerreeve e (39,625) — (338,675) salary progression.... {8,815} — — {75,342)
Benefits paid ... oo (6,472) (6,009) (55,316} Settlement fosses....... 28,846 - — 245,547
Fair value of plan assets at end Net periadic
OF V&I oo rereeeerreis ¥ 202,557  ¥217.719 $ 1,731,256 benefit cost ......... ¥48. 168 ¥29,667 ¥41,237 $420,239
Funded StatUs...........cocevvvvereenns ¥(227,623) ¥(285,830)  $(1,945,435) Unrecognized net actuarial loss in excess of 10% of the greater of
Unrecognized net actuaria the projected benefit obligation or the fair value of plan assets are
10SS  cvvveeeveseeer e 103,033 145,018 880,624 ) e ) ; . o
: ) . amortized over the average remaining service period of active partici-
Unrecognized prior service }
COSE oo {13.473) (14,678) {115,154) pants expected to receive! benefits under the plan. The prior service
Net amount recognized ............ ¥(138,063) ¥(155,490) $(1,180,026) cost is amortized on a str’aight-line basis over the average remaining
Amounts recognized in the balance service period of active participants at the date of the amendment.
sheets consist of:
Accrued benefit liability ............ ¥(230,484) ¥(285,011) $¢1,969,849)
Intangible asset .....c..c.ooveenne 20,951 23,156 179,068
Accumulated other
comprehensive income ............ 71,470 106,365 610,855
Net amount recognized............ ¥(138,063) ¥(155.490) (1,180,026}

48 of b7




Millea Holdings, Inc. and subsidiaries

Weighted-average actuarial assumptions used to determine net pe-

13. STOCK OPTIONS

|
}
Notes to Consolidated Financial Statements——(Cor?tinued)
|
!
!

riodic benefit cost for the years ended March 31, 20086, 2005 and
2004 are as follows:

2006 2005 2004
Discount rate..........ccccoooieoiiieans 2.0% 2.0% 1.5%
Rate of salary increase ................. 0.4% 0.7-1.7% 0.6-1.7%
Expected long-term return
on plan assets .............. ST 2.4% 1.9% 1.8-2.0%

The expected long-term rate of return on plan assets reflects the
average rate of earnings expected on plan assets. This assumption is
reviewed annually giving consideration to plan asset allocation, his-
torical returns on plan assets and other relevant market data.

The Company’s pension plan assets are mainly invested with the
long-term objective of earning sufficient amounts to cover expected
benefit obligation, within the risk it can take. The asset allocation by
major asset class of the Company’s pension plan at March 31, 2006
and 2005, and the target allocation percentage for 2007 are as fol-
lows:

(% of Tota!

plan assets) (Yen in millions) (Dollars in thousands)
2007 {target) 2006 2005 2006
Fixed maturities ............ 60% ¥121,379 ¥ 89,014 $1,037,427
Equity securities .............. 35 59,455 41,765 508,162
Other ..o . 5 21,143 86,940 180,710
Total plan assets ........ 160% ¥201,977 __¥217.719 $1,726,299

Investment in other for the year ended March 31, 2005, shown in
the above table mainly consists of investment trusts with minimum in-
terest rate guarantee.

The Company expects to contribute ¥5,424 million ($46,359 thou-
sand) to its pension plan in 2007. Estimated future benefit payments
are as follows:

(Yen in millions)

Funded Unfunded
plans plans Total
¥ 7,048 ¥19,513 ¥ 26,561
6,845 12,418 19,263
7,204 12,521 19,725
7,582 12,353 19,935
8,094 11,893 19,987
45,472 56,377 101,849
{Dollars in thousands)
Funded Unfunded
plans plans Total
2007 .o $ 60,239 $166,778 §227,017
58,504 106,137 164,641
61,573 107,017 168.590
64,803 105,581 170,384
69,179 101,650 170,828
2012102015 i 388,650 481,855 870,505

During the year ended March 3%, 2006, the Company introduced a
stock option plan as a part of co:mpensation for directors and corpo-
rate auditors of the Company ‘(cé) strengthen the link between their
compensation and the Companyjs share price and business results by
aligning their exposure to the share price with those of its sharehold-
ers. The Company terminated th(’? existing retirement allowance plans
covering the directors and corpor‘ate auditors. The Company plans to
issue similar stock options each yéar to its directors and corporate au-
ditors. Treasury stocks purchased from the market would be used for
the stock options.

The limit of stock options up to[ 320 shares for the compensation of
one year from July was approved at the ordinary general meeting of
stockholders on June 28, 2005. C;)n July 14, 2005, 310 stock options
were granted to the Company’s directors and corporate auditors. The
exercise price of the stock optioné is ¥1 per share. Since the stock op-
tions granted are regarded as compensation of one year of service,
they will be vested on a monthly basis from the grant date toward the
maturity of the requisite service pieriod of stock options (one year) and
become exercisable only within ten days after their retirement. Ac-
cordingly, the Company amortizes the compensation expense of stock
options over the vesting period. }

The activity related to stock opt!ions is as follows:

Stock options Weighted- Weighted-
outstanding average average
(number of exercise price remaining life
shares) (yen) (year)

2006:

Outstanding at beginning of

YOAF oevivieeieeeei e }— —_

Granteg ..ccoeevovvvieieiannne 310 ¥1

Exercised ..........cccvvrniiinine | 2 1

Forfeited .......ccoooeeriins -‘r —_

Expired ..o —— —

Outstanding at end of year .. 368 ¥1 3
I

Stock options become exercisable only when directors and corpo-
rate auditors retire from the Colmpany and have to be exercised
within ten days after retirement, otherwise they will expire. Basically,
no stock options are expected té expire since the exercise price of

stock options is ¥1.
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The fair value of stock options granted for the year ended March
31, 2006 was 1,447,255 yen ($12,370) per share and ¥449 million
($3,838 thousand) in aggregate at the grant date. Fair value as of the
date of grant was estimated using a Black-Scholes option-pricing
model with the following assumptions:

Non-recourse loans ¢

¥32,996 million ($282,017 thousand) and
¥32,996 million borrowe;d by VIEs required to be consofidated under
the FIN 46R are included in foans at March 31, 2006 and 2005, re-
spectively. See note 3 for|further information.

Maturities of long-term debt at March 31, 2006 are as follows:

2006 (Yen in millions) (Dollars in thousands)
Expected VOIELIHItY .......o.ocvoviis e 35.93% 2007 1o, ¥ 83,052 $ 709,846
Expected lives 4 years 2,000 17,094
Expected dividend per year .... ¥10,667 4,051 34,624
Risk-free interest rate ........coovecicorreiesnrisce e e 0.32% 65,472 558,590
31,685 270,812
Due to the fair value assumption and ¥1 of the exercise price, the 122,105 103380
Total long-term debt ........ ... ¥308,365 $2.635,607

intrinsic value of stock options approximates the fair value.

Total stock-based compensation expense included in other income
of the consolidated income statement for the year ended March 31,
2006 was ¥370 million ($3,162 thousand). Total stock-based compen-
sation expense yet to be recognized in the consolidated income state-
ment for the year ended March 31, 2006 was ¥79 million ($676
thousand) and expected to be recognized over the remaining term of
the vesting period.

14. DEBT OUTSTANDING

Short-term debt outstanding at March 31, 2005 and 2004 comprised
the following:

(Yen in millions) (Dollars in thousands)

2006 2005 2008

Loans, 0.05% 10 0.92% ................ ¥ 8,751 ¥ 7,031 $ 74,795
Equity linked notes,
2.00% 10 19.30% .ocooiiieieen 2,870 1,283 24,530
Fixed rate notes,
0.01% to 1.43% o 7,084 —
Other notes 2,020 — 17,265

Total short-term debt ............... ¥13,641 __ ¥15.408 $116,590

Long-term debt outstanding at March 31, 2006 and 2005 com-
prised the following:

(Yen in millions) (Dollars in thousands)

Due 2006 2005 2008
Loans, 0.50% t0 4.58% . 2006-2025 ¥ 65,279 ¥ 36,512 $ 557,940
Equity linked notes,
0.00% t02.50% ........... 2006-2025 13,120 17.994 112,137
Fixed rate notes,
0.30%1t0217% ... 2006-2021 36.737 27,030 313,991
Credit linked notes,
4.82% t014.01% ... 2006 24,828 21,954 212,205
Unsecured bonds,
1.63% t02.78% ... 2007-2020 108,562 135,703 902,239
Othernotes ................. 2011-2035 62,840 16,286 537,005

Total long-term debt . ¥308,366 _ ¥255,479 £2.635,607
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The proceeds of these debts were used primarily for general corpo-
rate purposes, and there
from these borrowings.
The Company leases certain property and equipment under non-
cancelable lease agreements. At March 31, 2006 and 2005, obliga-
tions under capital leases which were included in other liabilities
amounted to ¥6,891 million ($58,897 thousand) and ¥7,850 million,
respectively. Of this amount, the obligations due within one year
amounted to ¥3,134 milii[on ($26,786 thousand) at March 31, 2006.

were no restrictions on the use of proceeds

15. FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, "Disclosures about Fair Value of Financial instruments”

requires disclosure of estimated fair value for all financial instruments.

See note 17 for discussio[n of fair value of derivative financial instru-

ments. The carrying amo‘unts and the fair values of the Company’s
nonderivative financial instruments at March 31, 2006 and 2005 are

as follows:

(Yen in millions) (Dollars in thousands)

Cartying Carrying

amount Fair value amount Fair value
2006
Policy loans . ¥ 43,369¥ 43369% 370675% 370,675
Mortgage loans on real
estate 70,743 70,870 604,641 605,726
Mortgage loans on vessels and
facifities ........covorriicviere e 9,778 9,966 83,573 85,179
Collateral and
bank-guaranteed loans.......... 13,598 15,209 116,222 129,991
Unsecured loans ... 366,202 371,209 3,129,832 3,172,725
Money trust 40,259 40,259 344,094 344,094
Short-term investments ......... 930,776 930,776 7,955,350 7,955,350

Investment contracts
Delot outstanding

. (2,604,539} {2,752,716) (22,261,017) {23,527,487}
(322,007} (324,127) (2,752,197) (2,770.316)
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(Yen in millions)

Carrying

amount Fair value
2005:
Policy loans ... ¥ 38567 ¥ 38,567
Mortgage loans on rea!
estate 71,033 70,935
Mortgage lcans on vessels and
facilities ..........ccoeovrcrininenn 10,979 11,378
Collateral and
bank-guaranteed loans......... 11,250 12,465
Unsecured loans .. 358,696 367,430
Money trust ............ 27,262 27,262
Short-term investrments ... 691,769 691,763
Investment contracts ... (2,625,672) (2,831,690)
Debt outstanding ..., (270,887)  (278,198)

The following methods and assumptions were used by the Company
in estimating the fair values of its nonderivative financial instruments;

Cash and cash equivalents, accrued investment income (included in
other assets), premiums receivable and agents’ balances, reinsur-
ance recoverable on losses and ceded reinsurance balances payable
The carrying amounts approximate fair values due to the short matu-
rity of these instruments,

Fixed maturities and equity securities
The carrying amounts and fair values of fixed maturities and equity se-
curities are disclosed in note 3.

Policy loans

The carrying amounts of floating-rate policy loans approximate their
fair values as the interest rates charged on those instruments are de-
signed so that they would be adjusted periodically to reflect changes
in overall market interest rates.

Mortgage loans on real estate, other long-term investments and
short-term investments

The fair values for these financial instruments are estimated based on
the quoted market prices for these or similar instruments. For financial
instruments for which quoted market prices are not available, fair val-
ues are estimated using discounted cash flow analysis and interest
rates currently being offered for similar loans to borrowers with simi-
lar credit ratings or for similar depaosits.

Investment contracts

The fair values of investment contracts were estimated using dis-
counted cash flow calculations based on market interest rates cur-
rently prevailing for similar contracts with similar maturities. The cash
flows used in fair value calculation were based on the best estimate
assumptions of lapse rates and other factors.
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Debt outstanding
The fair values for debt outstanding are estimated using their market
prices. For debt outstanding on
available, the fair values are estimated using discounted cash flow
analysis, based on the Company's current borrowing rate for similar
types of borrowings.

which quoted market prices are not

Limitations
Fair value estimates are made at Ia specific point in time, based on rel-

evant market information and information about the financial instru-
ments. These estimates are ’subjective in nature and involve
uncertainties and matters of significant judgment and therefore can-
not be determined with precision. Changes in assumptions could sig-

nificantly affect the estimates.
16. STATUTORY CAPITAL ANP DIVIDEND AVAILABILITY

Millea Holdings is subject to regulatory restrictions on the amount of
dividends distributable to its stockholders. The amount of retained
earnings available for dividends is based on the amount recorded on
the Millea Holdings’ non-consolidated statutory books of account in
accordance with Japanese GAAP|and the Commercial Code of Japan.
Millea Holdings had retained earnings in the amount of ¥465,408 mil-
lion ($3,977,846 thousand), [capital surplus in the amount of
¥250,048 million ($2,137,162 t‘}housand) and treasury stock in the
amount of ¥11,540 million ($98,632 thousand) as of March 31, 2006.
All of the retained earnings as éf March 31, 2006 are available for
dividends. The adjustments included in the accompanying consali-
dated financial statements to h%ve them conform with U.S. GAAP,
but not recorded in the books of account, have no effect on the de-
termination of the amount available for dividends.

Provision has not been madetin the accompanying consolidated
balance sheet as of March 31, 2006 for dividends subsequently pro-
posed to and approved by MilleaIHoldings’ stockholders in the aggre-
gate amount of ¥25,207 million ($215,444 thousand) at the ordinary
general meeting of stockholders Held on June 28, 2006.

On June 27, 2003, Millea Holdings’ stockholders approved the re-
purchase of its own shares pursuant to Article 210 of the Commerdial
Code of Japan, as follows: (a) agéregate number of shares authorized
for repurchase is up to 120,000 shares, (b) total value of shares au-
tharized for repurchase is up to ¥100,000 million, (c} Millea Holdings
is authorized to repurchase its stock until the closing of the ordinary
general meeting of stockholders ;for the fiscal year ended March 31,
2004. Under this repurchase program, Millea Holdings repurchased a
tota!l of 75,646 shares at & cost ofK ¥100,000 million by June 29, 2004,
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The stockholders approved to insert a new Article in the Articles of
Incorporation of Millea Holdings stating that Millea Holdings may, by
resclution of the Board of Directors, repurchase its own shares pursu-
ant to Article 211-3, paragraph 1, item 2 of the Commercial Code of
Japan, at the ordinary general meeting of stockholders held on June
29, 2004.

in fiscal 2005, pursuant to the new Article, the Board of Directors
approved repurchase of up to 67,200 shares with an aggregate value
of no more than ¥85,000 million, pursuant to which Millea Holdings
repurchased 54,842 shares at a cost of ¥83,392 million by March 31,
2005.

On July 9, 2004 and March 14, 2005, Millea Holdings cancelled in
aggregate 130,000 shares held as treasury stock, by the approval of
the Board of Directors, pursuant to Article 212 of the Commercial
Code of Japan. The amount of this cancellation of treasury stock was
¥179,843 million.

In fiscal 2006, pursuant to the new Article, the Board of Directors
approved repurchase of up to 57,500 shares with an aggregate value
of no maore than ¥79,100 million ($676,068 thousand), pursuant to
which Millea Holdings repurchased 38,644 shares at a cost of
¥69,439 million ($593,496 thousand) by March 31, 2006.

On March 28, 2006, Millea Holdings cancelled in aggregate 40,000
shares held as treasury stock, by the approval of the Board of Direc-
tors, pursuant to Article 212 of the Commercial Code of Japan. The
amount of this retirement of treasury stock was ¥70,118 million
($599,299 thousand).

From April 1, 2006 to May 18, 2006, pursuant to Article 211-3,
paragraph 1, item 2 of the Commercial Code of japan, Millea Hold-
ings repurchased 4,184 shares at a cost of ¥9,655 million. At June 28,
2006, the Board of Directors approved repurchase of its own shares
pursuant to Article 156 which is applicable in accordance with Article
165, paragraph 3 of the Corporation Law, as follows: (a) aggregate
number of shares authorized for repurchase is up to 47,000 shares,
(b) aggregate value of shares authorized for repurchase is up to
¥30,000 million, (c) repurchase would be made from June 29, 2006
through September 8, 2006.

The insurance subsidiaries of Millea Holdings incorporated in Japan
are reguired to maintain adequate solvency margins by the Japanese
regulatory authorities. On March 31, 20086, these subsidiaries had suf-
ficient capital surplus in their respective statutory stockholders’ equity
to satisfy the solvency margin requirements.

In the parent company only financial statements prepared in con-
formity with Japanese GAAP, Millea Holdings reported net income of
¥138,458 million (31,183,402 thousand) in 2006, ¥110,585 million in
2005 and ¥230,871 million in 2004, and stockholders’ equity of
¥2,365,402 million (20,217,111 thousand) at March 31, 2006 and
¥2,316,761 million at March 31, 2005.

-(Continued)

The amounts of statutory net income (loss) for the years ended

March 31, 2006, 2005 a
31, 2006 and 2005 of th
follows:

nd 2004, and stockholders’ equity at March
e consolidated insurance subsidiaries were as

(Yen in millions) (Dollars in thousands)

2006 2005 2004 2006

Statutory net income (loss):

Property and

casualty .oooervinne ¥ 123,373 ¥ 103,413 ¥ 123,969 § 1,054,470

Life coeiireiieeen. i(21,792) (5,225) o] (186,256)
Statutory stockholders’
equity:

Property and

CASUBNRY .o 3,238,738 2,334,819 27,681,521

Life s 43,666 47,738 415,949

The amount of undist
were accounted for by

ibuted retained earnings of affiliates which
the equity method were ¥41,519 million

¥34,780 million at March 31, 2006 and

($354,863 thousand) and
2005, respectively. II

17. COMMITMENTS Al"JD CONTINGENT LIABILITIES

|
At March 31, 2006 and 2005, commitments outstanding for the pur-
chase of property and !equipment approximated ¥1,884 million
(316,103 thousand) and|¥5,421 million, respectively. At March 31,
2006 and 2005, commit;ments outstanding for loan commitments
were ¥76,992 million ($658,051 thousand) and ¥84,259 million, re-
spectively. n

The Company occupies certain offices and other facilities and uses
certain equipment under[ cancelable lease arrangements. Rental ex-
penses for the years ende}rd March 31, 2006, 2005 and 2004 aggre-
gated ¥5,826 million ($49,795 thousand), ¥15,219 million and
¥15,302 million, respectively.

The Company enters into credit default swap transactions to earn
investment returns. The maximum potential amount of future pay-
ments represents the notional amounts that could be lost under the
credit default swaps if thgre were a total default by the guaranteed
parties, without consideration of possible recoveries under recourse
provisions or from collatéral held or pledged. The Company’s maxi-

) | |
mum potential amaunt of future payments under the credit default

swaps was approximately
and ¥1,902,280 million a

¥1,034,201 million (38,839,325 thousand)
t March 31, 2006, and 2005 respectively.

The carrying amount of derivative assets and liabilities related to these

credit default swaps was
sand) and ¥2,862 million
Other property will be av

net assets of ¥1,130 million ($9,658 thou-
at March 31, 2006, and 2005 respectively.

ilable to the Company to cover losses, or,

the Company will cover losses, net of some collateral. However, the

value of such property or collateral has not been determined. See also
note 18 for discussion on credit default swaps.
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The Company also enters into certain derivative contracts that
could meet the definition of a guarantee. These derivative contracts
include certain written options. The Company's maximum potential
amount of future payments under the options was ¥137,967 million
(51,179,205 thousand) and ¥51,609 million at March 31, 2006, and
2005, respectively. At March 31, 2006 and 2005, the carrying amount
of derivative assets and liabilities related to these options was net as-
sets of ¥1,052 million (38,991 thousand) and ¥222 million, respec-
tively. The notional amount of these derivative contracts were
disclosed as information of the maximum potential amount because
they could not be estimated due to factors such as interest rates theo-
retically unlimited.

Guarantees are used in various transactions to enhance the credit
standing of the Company's customers and third parties. They repre-
sent irrevocable assurances that the Company will make payment in
the event that the customer fails to fulfill its obligation arising from
guarantees of the indebtedness of third parties, the corporate loans
and bonds and other financial instruments to third parties. The Com-
pany is obliged to pay the outstanding liabilities when the guaranteed
parties fail to pay principal and/or interest in accordance with the con-
tractual terms. The maximum exposure under these guarantees was
approximately ¥73,775 million ($630,556 thousand) and ¥839 million
at March 31, 2006, and 2005 respectively. At March 31, 2006, the
Company did not recognize any liabilities for these remote loss contin-
gencies. In some cases, those liabilities are secured by the guaranteed
parties’ operating assets. Once the Company assumes the guaranteed
parties’ obligation, the Company acquires the right to the collateral.

In the ordinary course of business, the Company is involved in vari-
ous legal proceedings. Although there can be no assurances, as of
March 31, 2006, the Company believes, based on information cur-
rently available, that the ultimate resolution of these legal proceedings
would not be likely to have a material adverse effect on its results of
operations, financial condition or liquidity. ‘

See note 8 for the information of contingent liabilities associated
with environmental pollution and asbestos exposure.

18. DERIVATIVE FINANCIAL INSTRUMENTS

The Company utilizes derivative financial instruments in its normal
course of business (a) to manage interest rate risk, (b) to manage for-
eign exchange risk and (c) for other purposes. Aithough some types of
these derivatives economically hedge the Company’s risk exposure,
they do not qualify for hedge accounting under SFAS No. 133, as
amended. All derivatives are recognized on the consolidated balance
sheets at fair value as "derivative assets” or “derivative liabilities,”
with the changes in fair value recognized currently in earnings as
“(losses) gains on derivatives.”
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(a) Derivatives used for interest rate risk management

The Company uses interest rate [swaps to manage interest rate expo-
sures arising from mismatches between assets and liabilities (including
duration mismatches). The Company’s insurance liabilities that bear
credited interest rates, mainly those relating to deposit-type insurance
and life insurance, are exposed to the risk of declines in interest rates.
The Company’s strategy is to match the interest rate characteristics
and duration of those liabilities With those of invested assets through

its asset fiability management/ including the use of interest rate
swaps. An interest rate swap is an agreement, generally, to exchange
fixed and floating rate interest péyments without exchange of the un-
derlying principal. !

In certain cases, the Company uses hedge accounting under SFAS
No. 133 as amended, by designating interest rate swaps that are uti-
lized to hedge the interest risks of bonds and borrowings as fair value
hedges. For derivative instruments that are designated and qualified
as fair value hedges, any change% in fair value of the derivative instru-
ments as well as the offsetting 'changes in fair value of the hedged
items are recorded in net investment income. Ineffective portion of
derivatives accounted for hedgelaccounting was not material to the
operation of the Company for the years ended March 31, 2006, 2005
and 2004, respectively.

(b) Derivatives used for foreiign exchange risk management
The Company is exposed to forei'gn currency exposures arising mainly
from foreign currency fixed matulrity investments and foreign currency
receivables/payables in relation to hull and marine cargo insurance
and certain reinsurance. The Company uses foreign exchange deriva-
tives, such as foreign exchange forwards and cross-currency swaps, to
effectively manage those foreigr:1 currency exposures. A foreign ex-
change forward is an agreement to exchange different currencies at a
specific future date. A cross-cur'rency swap is an agreement to ex-
change coupon payments in one currency for coupon payments in an-
other currency, where the principal amount of each currency is
generally exchanged at the beginning and end of the term.

In certain cases, the Company|uses hedge accounting under SFAS
No. 133, as amended, by designating foreign exchange forwards or
currency swaps that are utilized to hedge the foreign exchange risks
arising from asset-backed securities (ABS) as fair value hedges. For de-
rivative instruments that are designated and qualified as fair value
hedges, any changes in fair value |of the derivative instruments as well
as the offsetting changes in fair value of the hedged items are re-
corded in (losses) gains on derivatives.

The discount or premium on these hedging instruments was ex-
cluded from the assessment of hedge effectiveness and the changes
in fair value of the excluded components were recorded in (losses)
gains on derivatives.
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(c) Derivatives used for other purposes

The Company enters into credit default swaps as an alternative to
credit insurance it provides. A credit default swap is a contract that
provides the buyer with protection against the risk of a default by the
reference entity in return for periodic payments to the seller. See note
17 for further information.

The Company issued variable annuity with GMAB or GMIB, which
are bifurcated as embedded derivatives under SFAS No. 133, as
amended. See note 10 for further information.

The Company uses bond futures, equity index futures and other in-
struments to manage market risks.

In certain cases, the Company uses hedge accounting under SFAS
No. 133, as amended, by designating other derivative instrument that
are utilized to hedge fair value of securities available for sale. For de-
rivative instruments that are designated and qualified as fair value
hedges, any changes in fair value of the derivative instruments as well
as the offsetting changes in fair value of the hedged items are re-
corded in realized gains (losses) on investments.

The Company also uses foreign exchange forwards, bond futures,
equity index options, equity index futures, commodity swaps and
other instruments to earn investment returns.

The carrying amounts and the fair values of the Company's deriva-
tive financial instruments at March 31, 2006 and 2005 are as follows:

{Yen in millions)
Assets

(Dollars in thousands)
Assets

Liabilities Liabilities

2006:
Interest rate swaps
Foreign exchange

¥149,211 ¥(136,462) $1,275,308 $(1,166,342)

forwards 1,166 {4,144) 9,966 {35.419)
Currency swaps 13,526 (26,746) 115,607 {228,598)
Credit default swaps ............. 1,543 {2,173) 13,188 (18,573}
Bond futures ....ocoecrevvenenn. 490 (500} 4,188 (4,274}
Equity index options.............. 7,898 (1,814) 67,504 {15,504)
Equity index futures .. 22 {1,883) 188 {14,214)
Commodity swaps .... 30,587 {(29,57%) 261,427 (252,778)
GMAB and GMIB ... 10,803 e 92,333 —
Other ..o 2,979 {6,278) 25,462 {53,657}

Total derivatives ............... ¥218,225 ¥{209,355) 51,865,171 $(1,789,359)

2005:

Interest rate swaps ¥183,902 ¥(118,606)

Foreign exchange

forwards 227 (3,509)
Currency swaps 13,017 (17,269)
Credit default swaps ......... 3,05% {5.446)
Bond futures ..o, 400 (1,017)
Equity index options.......... 1,589 (1,225)
Equity index futures .......... 141 (178)
10,461 (10,010)

4,399 (2,718)

¥217,191_¥(158,978)

Total derivatives ......... .
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The following methods and assumptions were used by the Com-
pany in estimating the fair values of its derivative financial instru-
ments:

Interest rate swaps
The fair values of interest rate swaps are based on the estimated
present values the Comp?ny would receive or pay to terminate agree-
ments, taking into consideration current interest rates and the current
creditwaorthiness of the cc

unterparties.

Foreign exchange forwards and currency swaps

The fair values of foreignjexchange derivatives including forwards and
currency swaps are estimated by obtaining current market quotes
from banks.

Credit default swaps
The fair values of credit default swaps are estimated by obtaining cur-
rent market quotes from Icounterparties, if available. If quoted market
prices are not available, \as is the case primarily with credit defauit
swaps on pools of multiple reference assets, then the fair value is
based upon estimates calculated by the Company's internal model re-
flecting prevailing market|conditions and certain other factors relating
to the structure of the transaction.

Equity index futures andi options, and bond futures

The fair values of equity index futures, equity index options and bond
futures are based on the official market quotes.

Commodity swaps l

The fair values of commodity swaps are based upon estimates calcu-
lated by the Company’s Enternal model reflecting prevailing market
conditions and certain other factors relating to the structure of the

transaction.

GMAB and GMIB
The fair values of GMAB and GMIB benefit options are based on pro-
jections over risk-neutral stochastic scenarios.

Limitations

Fair value estimates are made at a specific point in time, based on rel-
evant market information|and information about the financial instru-
ments. These estimates are subjective in nature and involve
uncertainties and mattersi of significant judgment and therefore can-
not be determined with precision. Changes in assumptions could sig-
nificantly affect the estimates.
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19. BUSINESS SEGMENTS

The Company’s business segment information is derived from the
Company’s internal management reporting system used by manage-
ment to measure the performance of its business segments. The busi-
ness segment information is based on financial information prepared
on a Japanese GAAP basis with certain limited presentation differ-
ences from that utilized in the Company’s external Japanese GAAP fi-
nancial reporting. Additionally, the format and information presented
in the internal management reporting are not consistent with the con-
solidated financial statements prepared on an U.S. GAAP basis.

During the year ended March 31, 2005, the Company completed an
internal reorganization which included an integration of the Company’s
two main operating property and casualty subsidiaries in Japan. Due
mainly to this reorganization, the Company has modified its internal
management reporting system. This has resulted in a change during the
year ended March 31, 2005 of the reportable business segments as
well as the internal management information presented. The compara-
tive business segment disclosure presented below for the year ended
March 31, 2004 has also been reclassified to conform to the presenta-
tion for the years ended March 31, 2005 and 2006.

The Company is currently organized according to the products and

services it offers. These segments are as follows:
1. Property and casualty. The Company writes insurance policies,
through its subsidiary Tokio Marine & Nichido, for the following lines
of business: Marine; Fire and Allied; Voluntary Automobile; Personal
Accident; Compulsory Automobile Liabitity Insurance ("CALI"); and
Other, principally covering risks located in Japan. The Company's
management evaluates the results of the segment based upon Japa-
nese GAAP income before income tax expense, premiums written and
loss ratio.

2. Life. The life insurance segment primarily assumes whole-life insur-
ance, annuity, and medical insurance. The Company’'s management
evaluates the results of this segment based upon Japanese GAAP in-
come before income tax expense

3. Other. The Company engagesin certain other businesses, including
the investment management business and foreign operations such as
property and casualty and life businesses. Such other businesses are
not significant on a segmental Iev&el.

There is no revenue derived from transactions with a single major
external custorner amounting to PO% or more of the Company’s rev-
enue for the years ended March 31, 2006, 2005 and 2004.

The business segment informaltion derived from the Company’s in-
ternal management reporting system is summarized in the two types
of tables below. The internal reporting presentation differs from that
utilized in the Company’s external Japanese GAAP financial reporting.
Principal presentational differences are:

Summarized income statemenit. The Company’s internal manage-
ment reporting is more summarized than that presented in the
Company's external Japanese GAAP financial statements.
Subtotals. The external financial reporting does not include the
subtotals presented in the internal management reports for P&C
underwriting profits nor does it include the P&C loss ratio.

The first set of tables summarizles the information by the three oper-

ating segments while the second set of tables provides information on
the property and casualty ("P&C") business by major internal reporting
units, in each case for the years enr%ed March 31, 2006, 2005 and 2004.

The Company's management d\oes not evaluate the results of each
segment based upon total assets in the table.

. , P
Information by operating segments is as follows:

{Yen in millions)

Total Efimination
Property and reportable and
casualty Life Qther segments adjustments Consolidated

2006:
P&C premiums wiitten™ e ¥ 1,892,754 ¥ — ¥ 85,942 ¥ 1,978,696 ¥ 3B32) ¥ 1,978,654
P&C losses paid? (1,677,632} — {39,889) (1,117,521) 84 {1,117,437)
P&C losses adjustment expenses paid® ... {70,241} - (3,420} (73,861} 1,777 (71.884)
Life premiums® i e — 843,663 7.105 850,768 (83,955) 766,813
Policy benefits and losses paid for ife® .. e {121,544) {2,984) {1 24,§28) 84,409 {40,119)
Underwriting expenses® (572,078) (93,573} {41,958) {707,609) (40,254) (747,863)

P&C underwriting profit 172,803 — 675 — —_ —_

P&C loss ratio™ e 60.6% - — » — —
Investment income and realized gains on investment® ... 134,505 150,928 21,352 306,825 4,392 311,217
Other income (expenses}—net®® {131,914) {801,430} {16,601} {849,945) 10,566 {839,379)
Japanese GAAP income before income tax expense ¥ 175394 ¥ {21,958} ¥ 9587 ¥ 163 dZS ¥ {23,013) ¥ 140,012
Total @555 oo e ¥10,814,796 ¥2,862,721 ¥715,95632 -¥14,393,4lBO ¥(133,460) ¥14,260,020

(1) P&C premiums written represents P&C gremiums written in accardance with Japanese GAAP, except that it excludes premiumns related to savings contracts.
{2) P&C losses paid and P&C loss adjustment expenses paid represent P&C losses paid and P&C toss adjustment expenses paid during the period in accordance with Ja|

incurred but not reported accruals.
(3) Calcutated in accordance with japanese GAAP.
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anase GAAP, except that it excludes case reserves and
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(4) Ratio of losses and loss adjustment expenses paid to premiums written.
{5) Other incame (expenses}--net includes the fallowing:
{a) Change in liability for: unearned oremiurn raserves; future benefits; case reserves; and incurred but nat reported accruals,

(b) Premiums received on investment depaosit contracs; and
(¢) Other income and expenses on a net basis.

After application of items in (a)
losses recognized an an incurred basis during the periods presented.

i
{Yen in millions)

and (b} above, the amounts presented under the caption “lapanese GAAP income before income tax expense” in th f table generally reflect premiums recognized on an earned basis and

Total Elimination
Property and reportable and
casualty Life Other segments adjustments Consolidated
2005;
P&C premiums WHHeN™ ... ¥ 1,883,332 ¥ — ¥ 41,783 ¥ 1,925,115 ¥ (34 ¥ 1,525,081
P&C 105585 PaId® ..o (1,122,847) —_ (21,263) (1,144,110) 96 (1,144,014)
P&C losses adjustment expenses paid™ ... (71,290} — (2,547) (73,837) 1,804 (72,033)
Life premiums™ —_ 491,442 415 491,857 (60,306) 431,551
Palicy benefits and losses paid for life® — (94,681) (258) (94,939) 60,671 (34,268)
Underwriting expenses™ i (592,222) (70,378) (24,728) (687,328) (29,307) (716,635)
P&C underwriting profit ... 96,973 — (6,755) — —_ —
PRC 0SS ratio™ . 63.4% — — — — —
Investment income and realized gains on investment® .. 168,409 40,792 8,980 218,181 (31,070) 187,111
Other income {expenses)—net®™ ... {130,169) (372,524) 6,652 (496,041) 11,427 (484,614)
Japanese GAAP income before income tax expense ... ¥ 135213 ¥ (5,349 ¥ 9,034 ¥ 138,898 ¥(46,719) Y 92179
Total assets® ¥ 9,306,281 ¥2,055,024 ¥357,908 ¥11,719,213 ¥(94,717) ¥11,624,496

{1} P&C premiums writter represents P&C premiums written in accordance with Japanese GAAP, except that it excludes premiums related to savings contra
(2) P&C losses paid and P&C loss adjustment expenses paid represent P&C losses paid and P&C loss adjustment expenses paid during the period in accordance with Japanese GAAP, except that it exdudes case reserves and

incurred but not reported accruals.
(3} Caleulated in accordance with Japanese GAAP.
(4) Ratio of losses and loss adjustment expenses paid to premiums written.
{5} Other Income (expenses}—ne1 includes the following:

(a) Change in liability for: unearned premiums reserves; future benefits; case reserves; and incurred but not reported accruals;

{b) Premiums received on invesiment deposit contracts; and
{c) Other income and expenses on a net basis.

After application of items in (a) and {b) above, the amounts presented under the caption “Japanese GAAP income before income tax expense™ in this

losses recognized on an incurred basis during the periods presented.

Cts,

table generally reflect premiums recognized on an earned basis and

(Yen in mitlions)
Total Elimination
Property and reportable and
casualty Life Other segments adjustments Consolidated

2004:
P&C premiums wrtlen™ ... ¥ 1,804,225 ¥ —_ ¥ 39,405 3'! 1,943,630 ¥ (21 ¥ 1,843,609
P&LC losses paig? (943,640) — (13,409) {957,049) 97 {356,952)
P&C losses adjustment expenses paid? (75,630) — (2,259) (77,889) 1,629 (76,260)
Life premiums™ — 358,140 607 358,747 (47,855) 310,892
Policy benefits and losses paid for life® ... — (75,349) 477) (75,826) 47,731 (28,095)
Underwriting expensest® ... e (599,860) (57,866) (19,557) (677,283) (23,802) (701,085)

P&C underwriting profit ... 285,095 — 4,180 — —_ —_

P&C loss ratio® ... . 53.5% — — — — —
Investment income and realized gains on investment® ... 101,079 33,107 9,765 143,951 (22,834) 121,117
Other income {expensesk—net™ e (210,213) (257,829) (3,016) (471,058) 22,050 {449,008)
Japanese GAAP income before income tax expense............ ¥ 175,961 ¥ 203 ¥ 11,059 ¥ 187,223 ¥(23,005) ¥ 164,218
Total @s5815™ L. e ¥ 6,077,139 ¥1,680,809 ¥320,338 ’/;1 1,078,286 ¥(72,030) ¥11,006,256

{1) P&C premiums writter represents PRC premiums written in accordance with Japanese GAAP, except that it excludes premiums related to savings contracts.
(2) PRC losses paid and P&C loss adjustment expenses paid represent F&C losses paid and PRC loss adjustment expenses paid during the periad in accord

incurred but not reported accruals.
{3) Calculated in accordance with Japanese GAAP.

{4) Ratio of losses and loss adjustment expenses paid to premiums written.

{5) Other Income {expensesy—net includes the following:

(@) Change in liability for: unearned premiums reserves; future benefits; case reserves; and incurred but not reported accruals;

(b) Premiums received on investment deposit contracts; and
{c) Other income and expenses on a net basis.

After application of itemns in (a) and (b) above, the amounts presented under the caption “Jepanese GAAP income before income tax expense” in this t

losses recognized on an incurred basis during the periods presented.
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ance with Japanese GAAP, except that it excludes case reserves and

able generally reflect premiums recognized on an earned basis and
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(Dollars in thousands)

tinued)

Tola} Elimination
Property and reportable and
casualty Life Qther segmehts adjustments Consalidated

2006: ‘
P&C premiums WHtten™ ... e $ 16,177,385 s — $ 734,547 $ 16,911,932 $ (274) $ 16,911,658
P&C losses paid® 9,210,530} — (340,932) {8,551,462) 718 (9,550,744}
P&C losses adjustment expenses paid?' | (600,350) -— (29.231) (629,581) 15,188 {614,393)
Life premiums® — ‘ 7,210,795 60,726 7.271,521 (717,564) 6,553,957
Policy benefits and lasses paid for life® ... . - (1.038,838) (25,504} (1,06#[,,342) 721,445 {342,897)
Underwriting expenses®® {4,889,556) (799,769} {358,615) (6,047.940) (344,051) (6,391,991)

P&C underwriting profit . 1,476,949 — 5,769 — e —

P&C loss ratio® 60.6% — — — — —
Investment income and realized gains on investment® ... 1,149,615 1,289,983 182,838 2,6211,436 37,538 2,659,974
Other income (expensesy—net® & (1,127,470} {6,849,829) (141,889) {8,119,188) 90,308 {3,028,880)
Japanese GAAP income before income tax expense $ 1.499,094 s {187,658) $ 81940 s 1.39§,376 $ (196,692} $ 1,196,684

Total assets™® $ 92,434,154 $24,467,701 $6,119,342 $123,02 11, 157 $(1,140,684) $121,880,513

(1) P&C premiums written represents P&C premiums written in accordance with Japanese GAAP, except that it excludes premiums related to savings contracts.

|

(2) P&C losses paid and P&C loss adjustment expenses paid represent P&C losses paid and P&C loss adjustment expenses paid during the period in accordance with japanese GAAP, except that it excludes case reserves and

incurred but not reporied accruals.
(3} Caleulated in accordance with Japanese GAAP.
(4) Ratio of losses and loss adjustment expenses paid to premiyms written
(5) Other incame (expensesi—net includes the following:

(a) Change in liabifity for: unearned premiumn reserves; future henefits; case reserves; and incurred but not reported accruals;

(b) Premiurns received on investrment deposit contracts; and
{c) Other income and expenses on a net basis.

i
|
l
|
|

After application of items in (a) and (b) above, the amounts presented under the caption “Japanese GAAP income before income tax expense” in this tabie generally reflect premiums recognized on an earned basis and

losses recognized on an incurred basis during the periods presented,

Information on major P&C internal reporting units is as follows:

{Yen in millions)

Voluntary
Fire and Auto- Personat
Marine Allied mobife Accident CAU Other Total

2006:

Premiums Wrtten™ .ovveeiesieeieeereen, ¥68,987 ¥255,200 ¥858,279 ¥149,715 ¥316,’501 ¥243,072 ¥1,892,754
Losses Paid® ....c.oooivenreeenriceens 37,368 110,889 515,893 63,805 222,?02 127,075 1,677,632
Loss adjustment expenses paid? . 1,722 4,232 36,832 4,750 16,?84 6,121 70,241
Loss ratio® ... 55.9% 45.1% 64.4% 45.8% 75.6% 54.8% 60.6%

(1) Premiums writien represents premiums writien in accordance with Japanese GAAP, except that it excludes premiums related to savings contracts
(2) Losses paid and loss adjustment expenses paid represent losses paid and loss adjustment expenses paid during the periad in accordance with Japanese GAAP, except that it excluges case reserve and incurred but not

reported accruals.
(3) Ratio of losses and loss adjustment expenses paid to premiums writien.

(Yen in millions)

Voluntary
Fire and Auto- Personal
Marine Allied mabile Accident CAU Qther Tatal

2005:;

Premiums written™ ... ¥65,021 ¥245,583 ¥854,048 ¥1439,615 ¥328,847 ¥240,218 ¥1,883,332
Losses paid® 34,069 181,422 521,525 60,287 192,0:41 133,503 1,122,847
Loss adjustment expenses paid? . 1,790 3,822 37,342 5,103 17,%52 5981 71,290
Loss ratio® ..o 55.2% 75.4% 65.4% 43.7% 63.§% 58.1% 63.4%

{1) Premiums written represents premiums written in accordance with Japanese GAAP, except that it excludes premiums refated 1o savings contracts.
(2} Losses paid and loss adjustment expenses paid represent losses paid and loss adjustment expenses paid during the period in accordance with Japanese GAAP, except that it excludes case reserve and incurred but not

reporied accruals.
(3) Ratio of losses and loss adjustment expenses paid to premiums writien.

(Yen in millions)

Voluntary
Fire and Auto- Personal
Marine Allied mobile Accident CAL Other Total

2004:
Premiumns writtent"" ¥60,780 ¥252,825 ¥871,761 ¥151,062 ¥333,642 ¥234,155 ¥1,904,225
Losses paid?® ... 36,471 78,529 501,773 65,228 137,383 124,256 943,640
Loss adjustment expenses paid?® ... 1,843 3,075 41,729 5,407 1745‘\30 6,046 75,630
Loss ratio™ oo 63.0% 32.3% 62.3% 46.8% 46.4;% 55.6% 535%
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(1) Premiums written represents prermiums written in accordance with japanese GAAP, except that it excludes premiums related to savings contracts.
(2) Losses paid and loss adjustment expenses paid represent losses paid and ioss adjustment expenses paid during the periad in accordance with Japa

reported accruals.
(3) Ratio of losses and loss adjustment expenses paid to premiums written.

nese GAAP, except that it excludes case reserve and incurred but not

(Dollars in thousands)

Fire and Voluntary Personal
Marine Allied Automobile Accident CALl Other Total
2008
Premiums written™ ... $5498,179 $2,181,197 $7,335,718 51,279,615 $2,705,137 $2,077,539 $16,177,385
Losses paid? ... 319,385 947,769 4,409,342 545,342 1,802,581 1.086,111 9,210,530
Loss adjustment expenses paid?® 14,718 36,171 314,803 40,598 141,744 52,316 600,350
Loss ratio™ 55.9% 45.1% 64.4% 45.8% | 75.6% 54.8% 60.6%

(1) Premiums written represents premiumns written in accordance with Japanese GAAP, except that it excludes premiums related to savings contracts. |
(2) Losses paid and loss adjustment expenses paid represent losses paid and ioss adjustment expenses paid during the period in accordance with Japahese GAAP, except that it excludes case reserve and incurred but not

reported accruals.
(3) Ratio of losses and loss adjustment expenses paid to premiums written.

Reconciliation to U.S. GAAP

As noted above, the measurement bases of the income and expense
items covered in the Company’s internal management reporting sys-
tem are different from those accompanying consolidated income
statements prepared in accordance with U.S. GAAP.

Recondiliation of total premiums per internal management report-
ing to premiums earned shown on the consolidated income state-
ments prepared in accordance with U.S. GAAP for the years ended
March 31, 2006, 2005 and 2004 is as follows:

(Yen in millions) (Dollars in thausands)

2006 2005 2004 2006
P&C premiums written ... ¥1,978,664 ¥1,925,081 ¥1,843,609 $16,911,658
Life premiums ... 766,813 431,551 310,892 6,553,957
Total premiums per
internal management
reporing oo 2,745,477 2,356,632 2,254,501 23,465,615
Reclassification of
investment contracts
and universal-life type
contracts of life
INSUFANCE .vovvvvievvieraens (485,537) (178,182) (69,339) (4,149,889}
Increase in unearned
premiums in Japanese
GAAP e {80,382) (69,803} (128,362) (772,498)
Adjustment for
difference in the
measurement basis
between Japanese
GAAP and U.S. GAAP
for unearned premiums . 68,040 41,602 50,180 581,538
Other adjustments—net . {4,018) (1,230) (5,224) (34,341}
Premiums earned
(U.S. GAAP) ............ ¥2,233,580 ¥2,143 019 ¥2,101,756 $19,090,427
Premiumns earned
(U.5. GAAP) consists of:
P&C premiums .......... ¥1,952,304 ¥1,895,650 ¥1,860,203  $16,686,359
Life premiums ........... 281,276 253,369 241,553 2,404,068

Premiums earned

(U.S. GAAP) ... . ¥2,233,580 ¥2,149,019 ¥2,101,756  $19,090,427
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Reconciliation of the total amount of the Company's Japanese GAAP
income before income ta& expense under its internal management re-
porting system to income~before income tax expense shown on the con-
solidated income statements prepared in accordance with U.S. GAAP for
the years ended March 31, 2006, 2005 and 2004 is as follows:
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(Yen in millions)

(Dollars in thousands}

2006

2005

2004

20086

lapanese GAAP income
before income 1ax

expense ¥140,012

Reversal of Japanese
statutory reserves
Adjustment for difference

.......... 51,145
in the measurement basis

between Japanese GAAP

and U.S. GAAP far incurred

but not reported and loss

adjustment expense

accruals
Adjustment for difference
in the measurement basis
between Japanese GAAP
and U.S. GAAP for
unearned premiums

(23,168}

...... 68,040
Adjustment for difference

in the measurement basis

between Japanese GAAP

and U.S. GAAP for future

policy benefits and

losses 26,208
Adjustment to recognize

deferred policy
acquisition cost
Adjustment to revenue
recognition on universal-
life type contracts...........
Adjustment for book
value difference between
Japanese GAAP and

U.S. GAAP for realized
gains (losses) on
INVESTMENTS ..cveeuceirans
Adjustment for
accounting difference

34,703

{7,156)

{995)

between Japanese

GAAP and U.S. GAAP for
(losses) gains on
derivatives
Adjustment to remove

.................... (41,514)
amortization of negative

goodwill in Japanese

GAAP
Adjustment to recognize

....................... {3,389)
retirement and

severance benefits........
Other

(15,042)
1,587

¥92,179

(28,685)

(33,129)

41,602

23,122

14,671

(5,341)

29,311

(22,658)

(4,861)

1,450
{1,055)

¥164,218

61,662

(74,830)

50,180

15,624

30,923

(2,244)

(21,422)

(66,432)

(8,404)

(4,992)
7,984

$1,196,684

437,137

{188,017)

581,538

224,060

296,807

{61,162)

(8,504)

(354,821}

{28,966)

(128,564)
13.564

Income before
income tax expense

(U.S. GAAP) ¥230.431

¥106.606

¥152,267

$£1,969,496
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Recondiliaticn of the amount of the Company's Japanese GAAP to-

tal assets under its internal management reporting system to total as-

l

sets shown on its consolidated balance sheets prepared in accordance
with U.S. GAAP as of March 31, 2006 and 2005 is as follows:

(Yen in millions)

{Dollars in thousands)

2006

Japanese GAAP total assets
Adjustment to recognize deferred
policy acquisition costs .................
Adjustment to present prepaid
reinsurance premiums on a gross
basis
Adjustment to present reinsurance
recoverable on losses on a gross
basis
Adjustment for difference in
measurement basis between
lapanese GAAP and U.S. GAAP
for fixed assets
Adjustment for deferred tax
consequence of temporary
difference derived from difference
between japanese GAAP and

GAAP difference in guarantee
balance presentation
Adjustment to record incremental

fair value for non-listed stocks ......
Adjustment to recognize variable
interest entities consolidated
under U.S. GAAP ...,
Adjustment to present derivative
assets on a gross basis ...
Adjustment to apply claim
payments already made to
corresponding losses, claims and
loss adjustment expenses

liability
Adjustment for difference of

goodwill recognized between
Japanese GAAP and U.S. GAAP ...
Adjustment to recognize PVFP and
intangible assets subject to
amortization ...
Adjustment to recognize intangible
asset relating to additional
minimum pension liability
Other
Total assets {U.S. GAAP)

$121,880,513

4,373,350

2,532,051

2,812,974

{431,726}

{261,812}

{630,556}

918,718

383,751

791,513

{305,308)

(61,667)

221,889

179,068
213,627

2006 2005
¥14,260,020 ¥11,624,496
511,682 468,074
296,250 302,886
328,118 351,937
{50.512) (62,704)
{30,632) (25,179)
(73,775} (839)
167,490 95,952
44,899 42,186
92,607 75,984
{35,721} (36.594)
{7,215) (4,034)
25,961 12,859
20,951 23,156
24,994 26,618
¥15,516,117 ¥12,894,898

$132,616,385
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20. SUBSEQUENT EVENTS

(a) Tokio Marine & Nichido to acquire Asia General

Holdings, Limited ("AGH")

On April 13, 2006, Tokio Marine & Nichido, a wholly-owned subsid-
iary of the Company, entered into an agreement with major share-
holders of a holding company that owns property and casualty
insurance companies and life insurance companies in both Singapore
and Malaysia to acquire their interests. Based on the agreement,
Tokio Marine & Nichido acquired 14.74% interests of the holding
company by May 25, 2006, for Singapore Dollars (*$$") 130 million
(¥9,264 million). in addition, Tokio Marine & Nichido intends to ac-
quire the majority share of the holding company around the begin-
ning of 2007 subject to the approvals etc. of the authorities in the
relevant countries. The company to be acquired and the purpose of
the acquisition are as follows:

1. Company to be acquired:
Cornpany name: Asia General Holdings, Limited
Head office: Singapore
Business lines: Helding company
its major subsidiaries are as follows:

i) Property & casualty insurer in Singapore
Company narne: The Asia Insurance Cornpany Limited
Head office: Singapore
Business lines: Property and casualty insurance
Gross premium written (for the fiscal year ended December
31, 2005); 5$81 million (¥5,784 million)
Total assets (as of December 31, 2005): S$452 million
(¥32,122 million)

iy Property & casualty insurer in Malaysia
Company name: Asia Insurance (Malaysia) Berhad
Head office: Malaysia, Kuala-Lumpur
Business fines: Property and casualty insurance
Gross premium written (for the fiscal year ended December 31,
2005); Malaysian Ringgit (“RM*”) 76 million (¥2,316 million)
Total assets (as of December 31, 2005): RM207 million
(¥6,333 million)

iii) Life insurer in Singapore
Company name: The Asia Life Assurance Society Limited
Head office: Singapore
Business lines: Life insurance
Gross premium written (for the fiscal year ended December
31, 2005): $$205 million (¥14,564 million}
Total assets (as of December 31, 2005): $$1,782 million
(¥126,705 million)
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iv) Life insurer in Malaysia

Company name:EAsia Life (M) Berhad

Head office: Malaysia, Kuala-Lumpur

Business lines: Life insurance

Gross premium }Nritten (for the fiscal year ended December
31, 2005): RM 408 million (¥ 12,500 million)

Total assets (as jof December 31, 2005): RM 2,781 million
(¥85,224 million)[

2. Purpose

The purpose is to further expand the insurance sales base that
Millea Group has been building up in both Singapore and Ma-

laysia, where the ;economy are expected to grow significantly.

3. Further procedures

After having acquired a majority interest in AGH, Tokio Ma-
rine & Nichido expects to make a general offer to acquire the
rest of AGH shares and the shares of The Asia Life Assurance
Society Limited, AGH's Singapore life insurance subsidiary, in
accordance with relevant regulations in Singapore.

Note: The yen amounts have been translated at the currency rate as
of May 25, 2006. The translations should not be construed as
representations that the amounts represent, or have been or
could be convertedjat that or any other rate.

(b) Millea Holdings’ sp“lit of shares and introduction of unit
share system [

At the meeting of the Board of Directors held on May 19, 2006,
Millea Holdings resolved a split of its shares of common stock, the in-
troduction of a unit share system and the change of the number of
shares constituting one unit in order to facilitate investment activities.

The resolution is summari'fed below.

1. Stock split
i) Record date for purposes of the stock split: September 29,

2006 |

ii) Effective date of the stock split: September 30, 2006
iii} Split ratio: A one to five hundred common stock split
iv) Number of additignal shares to be issued in connection with

|
the stock split: 841,837,326.25 shares

Total number of shares issued after the stock split:

843,524,375 sharies
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As-if financial information per share would be as follows, if the
stock split were made at the beginning of the fiscal years ended
March 31, 2006 and 2005, respectively. {unaudited)

2006 2005

Net income per share:
BASIC oo e ¥185 ¥105
DIlUted oo ¥185% ¥104

2. Introduction of Unit Share System / Change of Number of Shares
Constituting One Unit
On September 30, 2006, a unit share system will be intro-
duced. One unit of shares shall consist of 500 shares. In addi-
tion, on October 2, 2006, the number of shares constituting
one unit of shares will be changed from 500 shares to 100
shares.

Note: Under the unit share system, an issuer may determine the num-
ber of shares that constitute one unit, which generally enables
the issuer to set a minimum investment amount for investors
to invest. A shareholder is entitled to one vote per one unit.

3. Change in the exchange ratio of ADRs
The Company will change the exchange ratio of ADRs on the
occasion of the stock split described above (1-t0-500 share
split). The Company believes that the change of the exchange
ratio will encourage investment in the Company by lowering
the minimum amount of investment. The summary of the
change of the exchange ratio is as follows:

i) Ratio before change: 1ADR = 0.005 ordinary share

ii) Ratio after change: 1ADR = 1 ordinary share

it} ADR record date: Thursday, September 28, 2006 (E.S.T.)

iv) First trading date with the new ratio: Friday, October 13,
2006 (ES.T)

(c) Notice concerning management integration between
Millea Holdings and Nisshin Fire
Millea Holdings and its affiliate, Nisshin Fire resolved at the both com-
panies’ meetings of the Board of Directors held on May 13, 2006,
that to further develop the alliance between the two companies and
to strengthen the property and casualty insurance business of Millea
Group, Nisshin Fire will become a wholly-owned subsidiary of the
Company by way of a stock-for-stock exchange, effective on Septem-
ber 30, 2006. The above resolutions approved at the 99th ordinary
general meeting of Nisshin Fire held on June 28, 2006.

After the stock-to-stack exchange, 0.126 shares of common stock
of the Company will be allocated and delivered in exchange for one
share of common stock of Nisshin Fire

56

The calculation of the stock-for-stock exchange ratio assumes that

the stock split is implemented as

proposed in (b) above.
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Millea Holdings, Inc. and subsidiaries

Report of Independent Registered Public Accounting Firm

To The Board of Directors and Stockholders of

Millea Holding, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, comprehensive
income, stockholders’ equity and cash flows present fairly, in all material respects, the financ%al position of Millea Holdings, Inc. and its
subsidiaries (“the Company™) at March 31, 2006 and 2005, and the results of their operations and their cash flows for each of the three
years in the period ended March 31, 2006 in conformity with accounting principles generally 'accepted in the United States of America.
These financial statements are the responsibility of the Company’s management. Qur respo[nsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatemen?t An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits

provide a reasonable basis for our opinion.
As described in Notes 1 to the consolidated financial statements, the Company adopted American Institute of Certified Public
Accountants Statement of Position 03-1 “Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration

Contracts and for Separate Accounts” and Financial Accounting Standards Board revised Interpretation No.46, “Consolidation of
Variable Interest Entities” as of April 1,2004.

Mw#ﬁbw'ghu/ﬂmévfw

August 25, 2006
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Millea Holdings, Inc. and subsidiaries

WORLDWIDE NETWORK OF THE MILLEA GROU,!P

@®BRANCHES OF TOKIO MARINE & NICHIDO

AREPRESENTATIVE AND LIAISON QFFICES OF TOKIG MARINE & NICHIDO
BMUNDERWRITING AGENTS OF TOKIO MARINE & NICHIDO
»SUBSIDIARIES AND AFFILIATES OF TOKIO MARINE & NICHIDO

*TOKIO MARINE ASIA AND {TS GROUP COMPANIES

UNITED STATES

® U.S. Branch {New York)

A New York, Los Angeles, San Francisco, Chicago, Atlanta, Nashville,
Honolulu

% Tokio Marine Management, Inc.

(New York, Los Angeles, San Francisco, Chicago, Atlanta, Houston,

Nashville, Cincinnati) '

Trans Pacific Insurance Company (New York)

TM Specialty Insurance Company (New York)

TM Casualty Insurance Company (New York)

TNUS Insurance Company (New York)

TM Claims Service, Inc. (New York, Los Angeles, Honolulu)

Tokio Marine Asset Management (USA), Ltd. (New York)

Tokio Marine Technalogies, LLC (Atlanta)

First insurance Company of Hawaii, Ltd. (Honolulu)

RN

S

S

IREEX

CANADA
A Toronto, Vancouver
B Lombard Canada Lt‘d. {Toronto, Vancouver)

BERMUDA »
< Tokio MillenniumRe Ltd. (Hamilton)

CAYMAN ISLANDS
% Tokio Marine Asset Management {(Cayman), Ltd. (Grand Cayman)
% Tokio Marine Financial Solutions Ltd. (Grand Cayman) ’

MEXICO

A Mexico City

< Tokio Marine Compania de Seguras, S.A. de C.V.
(Mexico City, Tijuana, Aguascalientes, Monterfey)

% Tokio Marine Globa! Re Limited (Mexico City)

BRAZIL

A Sao Paulo, Rio de Janeiro

% Tokio Marine Brasil Seguradora S.A. (Sao Paulo and 7 other cities)
Real Seguras S.A. (Sao Paulo and 39 other cities)

Real Vida e Previdéncia S.A. (Sao Paulo)

PARAGUAY
% LaRural 5.A. de Seguros (Asuncién, Encarnacién)

UNITED KINGDOM

A London

% Tokio Marine Europe Insurance Limited (London, Manchester,
Birmingham, Glasgow)

% Tokio Marine Europe Limited {Londan)

< TM Management Services Limited {London)

% Tokio Marine Global Ltd. {London)

“BELGIUM

< Tokio Marine Asset Managemen} (London) Limited (London)
« Tokio Marine Rogge Asset Management Limited (London)

FRANCE
A Paris ,
< Tokio Marine Europe Insurance Limited (Paris, Lyon, Bordeaux,

Strasbourg)
% TM Management Services Limited (Paris)

GERMANY ..

A Disseldorf. -

% Tokio Marine:Europe Insurance Limited c/o Burmester, Duncker & Joly
(Diisseldorf;: Hamburg)

NETHERLANDS ' . : |

A Amsterdam’ . ‘ i

% " Tokic:Marine Europe insurance Liirnited ¢/o Delta Lioyd
Scnadeverzekring Volmgchtbedrif;: B.V. (Amsterdam)

L% TM Mahagément Services Limited{ (Amsterdam)

A Bruxelles
< TokiQ Matririe Erope Insurance Limited c/o Fortis Corporate
Insurance N.V: (Bruxelles, Antwerpen)

ITALY

A Milano'.

+ Tokio Marine Eurape Insurance Limited /o Allianz Subalpina S.p.A
Milano)} - |

SPAIN
A Barcelona
< Tokio Marine Europe Insurance Limited (Barcelona, Madrid)

IRELAND
< Tokio Marine Global Re Limited (Dublin)

NORWAY .
% Tokio Marine.Europe Insurance Limited /o Citius Insurance AS (Oslo)

DENMARK i
< Tokio Marine Europe Insurance Limited /o CNA Insurance Hansen &
Klein A/S (Copenhagen) .

GREECE

< Tokio Marine Europe Insurance timited /o Willis Kendriki S.A.
(Athens)

s

A Moscow, St. Petersburg
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Millea Holdings, Inc. and subsidiaries

LNE %% Sino Life Insurance Co., Ltd. (Beijing, Shanghai and 10 other cities)
UN!TED%Z?AEEMIRATES * The Tokio Marine and Fire Insurance Company (Hong Kong) Limited
A Dubai (Hong Kong) :
W Al Futtaim Development Services Co. (Insurance BR), Tokio Marine & .. Tokio Marine Investment Services, Limited (Hong Kong)
Nichido Fire Insurance Co., Ltd. (Dubai) .
TAIWAN
IRAN A Taipei
A Tehran * Tokio Maring Newa Insurance Co., Ltd. (Taipei and 29 other cities)
SAUDLARABIA ' . PHILIPPINES
A Jeddah, Riyadh, Al Khobar - A Manila
W Husséin Acueini & Co., Ltd. Jeddah, Riyadh, Al Khobar) : ok Toklo Marine Malayan Insurance-Co., Inc. (Manila)
% :Tokio Marine {Saudi Arabia) Limited to be established
; ) VIETNAM
KUWAIT . © e HotChi Minhe City:
A Kuwait o "% Vietnam international Assurance Company {Hanoi, Ho Chi Minh City)
BAHRAIN - "THAILAND
A Manama : ' ' A Bangkok
< The Arab-Eastern Insurance Company Limited E.C. (Manarna) % The Sri Muang Insurance Co., Ltd. (Bangkok and 12 other cities)
‘ % Millea Life Insurance (Thailand) Public Co., Ltd. (Bangkok}
TURKEY , : :
A Istanbul : MALAYSIA ’ i
% Koc Allianz Sigorta A.S. (Istanbul) : A Kuala Lumpur
% Koc Allianz Hayat ve Emeklilik A.S. (Istanbuf) *. Tokio Marine Insurans (Malaysia) Bhd. (Kuala Lumpur and 8 other

cities) !

< Tokio Marine Global Re Lingited (Labuan)

AUST e
A Sydney, Melbourne SINGAPORE
& Tokio Marine Management (Australasia) Pty. Ltd. (Sydney, A Smgapore
Melbourne, Adelaide) ‘ % Tokio Marine Asia Pte, Ltd. [(Singapore)
‘ *. The Tokio Manne‘and Fire Insurance Company (Singapore) Pte.
NEW ZEALAND Limited (Singapore)
M IAG New Zealand Insurance Limited (Auckland) * - Tokio Marine Retakaful Pte! Ltd. (Singapore)
& TM:Claims Service (Asia) Pte. Ltd. (Singapore)
GUAM % Tokio Marine‘Asset Management International Pte. Ltd. (Singapore)
A Guam
< Nichido Insurance Company (Pacific), Limited (Guam) BRUNEI
WM Nanbo Guam, Ltd. (Guam) ) * Tbe Tokio Marine and Fire Insurance Company (Singapore) Pte.
Limited:(Bander Seri Begawan)
COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
B Pacifica Insurance Underwriters, Inc. (Saipan) INDONESIA
A Jakarta
* PT. Asuransi Tokio Marine Indonesia (Jakarta and 7 other cities)
KOREA
INDIA
® Seoul Sub-branch A New Delhi

* |FFCO-TOKIO General insurance Co. Ltd.
(New Delhi and 71 other cities)

PEOPLE'S REPUBLIC OF CHINA

@ Shanghai Branch

A Beijing, Tianjin, Dalian, Chengdu, Nanjing, Suzhou, Hangzhou,
Guangzhou, Shenzhen, Hong Kong

% Tianan Insurance Co., Ltd. (Shanghai and 31 other cities)

ey

< Zhongsheng International Insurance Brokers Co., Ltd. (Beijing)

MYANMAR ;
A Yangon
(As of August 10, 2006)
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Millea Holdings, Inc. and subsidiaries

|
DIRECTORS AND CORPORATE AUDITORS INVESTOR INFORMATION
(As of August 1, 2006)

President, Director Head Office:

Kunio Ishihara Millea Holdings, inc.

Tokyo Kaijo Nichido Building Shinkan,

2-1, Marunouchi 1-chome, lChiyoda-ku,

Tokyo 100-0005, Japan

Toshiro Yagi Phone: 81-3-6212-3333
Facsimile: 81-3-6212-3711

Senior Managing Director

Managing Director
Stock Exchange Listings and| Quotations:

The common stock is listed on the Tokyo Stock Exchange and
the Osaka Securities Exchanbe. American Depositary Receipts

for common stock are gquoted on NASDAQ in the United
Minoru Makihara States.

Tomohiro Kotani
Directors

Masamitsu Sakurai
Haruo Shimada Depositary for American Depositary Receipts:
JPMorgan Chase Bank, N.AJ

Shareholder enquiries should be directed to:

Tomochika lwashita

Morio Ishii JPMorgan Service Center [
Hiroshi Amemiya P.O. Box 3408 ;

ST !
Hiroshi Miyajima South Hackensack, NJ 07606-3408
Takaaki Tamai Phone: 800-990-1135

Email: adr@jpmorgan.com

Share Registrar for Common| Stock:

Mitsubishi UFJ Trust and Banking Corporation
Shoji Ueno 4-5 Marunouchi 1-chome, thiyoda-ku,
Tetsuo Kamioka Tokyo 100-8212, Japan

Standing Corporate Auditors

Annual Meeting of Shareholders:
The annual meeting of shareholders of Millea Holdings is held
in June in Tokyo, Japan.

Corporate Auditors
Shigemitsu Miki
Hiroshi Fukuda

Yuko Kawamoto Number of Shares of Common Stock Issued:
{As of August 1, 2006)
1,687,048.75 shares

Investor Relations:
Millea Holdings, Inc.
Corporate Planning Department,

Corporate Communications|and Investor Relations Group
Tokyo Kaijo Nichido Building Shinkan,

2-1, Marunouchi 1-chome, Chiyoda-ku,

Tokyo 100-0005, Japan
Phone: 81-3-6212-3402
Facsimile; 81-3-6212-3712
URL: http:// www.millea.co jp

This report was printed on recycled paper,
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MILLEA

Millea Holdings, Inc.

Tokyo Kaijo Nichido Building Shinkan, 2-1, Marunouchi 1-chome,
Chiyoda-ku, Tokyo 100-0005, Japan
Phone: Tokyo 81-3-6212-3333

www.millea.co.jp
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